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EXAMINING RECENT SUPREME COURT CASES 
IN THE PATENT ARENA 


THURSDAY, FEBRUARY 12, 2015 

House of Representatives 

Subcommittee on Courts, Intellectual Property, 
AND THE Internet 

Committee on the Judiciary 

Washington, DC. 


The Subcommittee met, pursuant to call, at 1:03 p.m., in room 
2141, Rayburn Office Building, the Honorable Darrell E. Issa 
(Chairman of the Subcommittee) presiding. 

Present: Representatives Issa, Goodlatte, Collins, Smith, Chabot, 
Forbes, Franks, Poe, Marino, Farenthold, Nadler, Conyers, Chu, 
Deutch, DelBene, Jeffries, Cicilline, and Johnson. 

Staff present: (Majority) Vishal Amin, Senior Counsel; Eric 
Bagwell, Clerk; and (Minority) Jason Everett, Counsel. 

Mr. Issa. The Committee will come to order. Today’s hearing is 
on examining recent Supreme Court cases in the patent arena. The 
Subcommittee’s work on intellectual property reform and the likely 
passage in this Congress of an internet — I am sorry. I apologize. Of 
a patent 

Mr. Nadler. That was this morning. 

Mr. Issa. That was this morning. [Laughter.] 

Of a patent reform legislation package as we did in the last Con- 
gress in the House brings us to the importance of updating our 
awareness of recent Supreme Court cases in the patent arena. 

In 2011, the American Invents Act, or ALA, became the most sub- 
stantial reform to U.S. patent law since the 1836 Patent Act. The 
AIA reestablished the IJ.S. patent system as a global standard. I 
was proud to be part of that effort, and I am proud today that we 
will continue our work to uphold the competitiveness of the Amer- 
ican patent system. 

While the AIA rewrote the underlying patent law and procedures 
at the WTO, several items were left out of that bill as is often the 
case in any long-awaited, and large, and comprehensive reform. 
These items, coupled with the growing threat posed by what all 
will admit at times is abusive patent litigation, require us to con- 
tinue our work to improve the patent system by strengthening pat- 
ent quality and promoting smarter and less expensive, if possible, 
patent litigation. 


( 1 ) 
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Last Congress, the Innovation Act passed this Committee by a 
vote of 33 to 5. And when it passed out of the House on a highly 
bipartisan basis, the vote was 325 to 95. I am confident that H.R. 
9, the Innovation Act, will become law and will build on the work 
of the AIA to protect the American patent system. 

Increasingly, Americans find innovation obstructed with at- 
tempts to enter the markets frequently shut down by well-funded 
patent trolls that often exploit loopholes in our patent system, bul- 
lying inventors and small business into frivolous lawsuits that 
amount to litigation extortion. Reforming the patent system, in- 
cluding costly patent litigation, is an economic issue, not a partisan 
one. 

With billions of dollars and the state of American competitive- 
ness at risk, reforms are not solely the responsibility of one branch 
of government. All three branches must work hard to craft and im- 
plement law that promotes our innovative economy. And we must 
recognize that the work is being done to address abusive patent 
litigation in all three branches of government. In addition to the 
court decisions, which we for the most part on a bipartisan basis 
welcome, we will examine today how they affect the judiciary, the 
PTO, and the PTO’s recently announced new patent quality initia- 
tives, including additional staff to focus purely on patent quality. 

The PTO has issued updated guidance on patent eligibility in the 
wake of several related Supreme Court cases, and the PTO con- 
tinues to operate three important post-grant proceedings, including 
AIA’s Section 18 covered business method program, which I believe 
is absolutely essential to the future of patent quality and the effort 
to make sure litigation is appropriate, meaningful, and, in fact, 
done expeditiously, because ultimately a patent holder or a defend- 
ant who believes that they will be meritorious wants their day in 
court always at the fastest reasonable time. 

As the House and Senate prepare to move forward on meaningful 
patent litigation reform to complement the PTO’s work and the 
Court’s decisions, opponents have recycled some of the same tired 
arguments used in the lead-up to the AIA. These opponents claim 
that the courts and the judiciary have completely solved the prob- 
lem, and congressional attempts to end abusive litigation practices 
are wholly unnecessary. 

Today’s hearing will examine recent Supreme Court patent deci- 
sions, and we will learn about areas where progress has been made 
and areas where much more needs to be done. I am convinced that 
before we pack our bags and go home at the end of this session, 
we will, and I insist we will, have ensured the legislative branch 
of government does its part to stop litigation abuse from occurring 
in the first place. American innovation cannot afford to be held cap- 
tive by frivolous litigation from weak or overly broad patents. We 
need to work together to ensure the American economy does not 
continue to suffer. 

Before I turn the microphone over to the Ranking Member, I 
must add one small personal point. When I came to this Committee 
some 14 years ago, the greatest issue we seemed to have in front 
of us was the 40 percent reversal rate of court decisions leading to 
an effectively de novo response and high number of appeals to the 
Federal circuit. The lack of confidence that existed then was a 
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problem. I believe we have gone a long way in most districts to get 
it right earlier at the district court level. 

There is more to be done, and our efforts on a bipartisan basis 
will be to do so, to make sure that we facilitate the judicial branch 
having the tools and the skills to decide properly. We cannot back 
up work that we should do to the courts. The courts at the district 
level cannot simply pass onto the Fed circuit, and the Fed circuit 
cannot simply end up at the Supreme Court. That is part of our 
requirement, to get decisions made at the lowest and earliest level 
that could be counted on by the inventors. 

And with that, I recognize my colleague and Ranking Member, 
Mr. Nadler. 

Mr. Nadler. Thank you, Mr. Chairman. I want to begin by con- 
gratulating you on your new position as Chairman of this Sub- 
committee, and I look forward to working with you on the many 
important issues we will consider in this Congress. 

We got off to a good start by joining together as original co-spon- 
sors of the Innovation Act, which Chairman Goodlatte introduced 
last week. The Innovation Act addresses a scourge of patent trolls 
which continue to burden businesses across the country with abu- 
sive patent litigation. Patent trolls stifle innovation, damage our 
economy, and injure legitimate businesses. Rather than inventing 
new products and technologies to benefit consumers and busi- 
nesses, they merely invent new methods to drive up legal costs, 
which they use as a weapon to extort settlements from innocent de- 
fendants. 

A smartphone can contain hundreds of patents on everything 
from touch screen technology, to cameras, to GPS mapping, and 
just as the saying goes, “There’s an app for that.” There’s also a 
patent for that, and worse, we are finding that there is a patent 
troll for that, too. As a result, our successful American businesses 
are exposed to abusive litigation on the many patents it takes to 
build the tech products of today. Whether they spend the resources 
on developing new products or on fighting off frivolous claims de- 
pends in part on whether or not we are successful in passing legis- 
lation. Therefore, our work here is critical, not just to lawyers and 
inventors, but to all of us. 

I have heard from countless businesses calling out for relief from 
patent trolls. They tell me that it can cost millions of dollars just 
to take one case through to trial. For small business, it can make 
more sense financially to settle even a totally bogus case early even 
if they would be assured of winning in the end. Unfortunately, this 
only encourages bad actors to keep filing case after case and gain- 
ing settlement after settlement. 

While it is vital to ensure that legitimate patent holders are able 
to enforce their rights, we need to rein in those who seek to abuse 
the legal system. I supported the Innovation Act when it passed 
the House in December 2013 because I thought it struck a reason- 
able balance in addressing the patent troll problems without impos- 
ing too great a burden on plaintiffs. Since then, the Supreme Court 
has issued a number of patent-related opinions on issues ranging 
from fee shifting to patentability. Our hearing today will help us 
examine these decisions to determine how the patent landscape has 
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changed since the Innovation Act passed the House, and whether 
we need to make changes to account for these decisions. 

Some critics of the bill argue that in light of these decisions, leg- 
islation is no longer needed at all. I think that overstates the case 
considerably, but I will be interested to hear from the witnesses 
today their thoughts on how the Court’s decisions should inform 
congressional action. I am most concerned with the two fee-shifting 
cases. Octane Fitness and Highmark, which significantly lowered 
the standard which must be met before a court will award fees to 
the prevailing party under Section 285 of the Patent Act. 

There is already evidence that courts in response to these deci- 
sions are awarding fees at a much higher rate, but we need to de- 
termine if this is a temporary phenomenon or evidence of a long- 
term trend. More to the point, have these cases curbed abusive liti- 
gation? Businesses have indicated to me that they continue to be 
threatened by patent trolls and that the problem shows no sign of 
abating. 

I should note that I also have longstanding concerns about fee- 
shifting provisions, and the language contained in the bill is at the 
outer edge of what I can support. Keep in mind a person or a busi- 
ness can have a legally legitimate dispute regarding fact and law, 
and yet can still ultimately lose the case. They should not be pun- 
ished for trying to protect their interests in court. Furthermore, we 
should not want to create a situation in which experienced cor- 
porate defendants with enormous resources and expert legal talent 
can bully injured plaintiffs into unfair settlements because of the 
risks, including especially the risk of being forced to bear not only 
their own legal costs, but the defendants’ legal costs as well associ- 
ated with losing a potentially successful case. 

I would be interested to hear from the witnesses whether there 
are improvements that can be made to the fee-shifting provisions 
in the Innovation Act to deter patent trolls in light of the decisions 
by the Supreme Court. I will also want to hear how the Court’s 
new standards on patentability, definiteness, standard of review for 
factual matters and claim construction, and induced infringement 
may impact future litigation. 

With these important questions in mind, I look forward to the 
testimony of our witnesses, and yield back the balance of my time. 

Mr. ISSA. I thank the gentleman. It is now my pleasure to recog- 
nize the author of the bill and the Chairman of the full Committee, 
the gentleman from Virginia, Mr. Goodlatte, for his opening state- 
ment. 

Mr. Goodlatte. Thank you, Mr. Chairman. I appreciate your 
holding this hearing. Addressing abusive patent litigation, particu- 
larly the reforms set out in the Innovation Act, are critical to our 
Nation’s future economic competitiveness. Last week, I, along with 
a large bipartisan group of members, reintroduced the Innovation 
Act. This bill was the product of multiple discussion drafts and 
hearings, passing the House last Congress with more votes than 
the landmark America Invents Act of 2011. 

But patent reform, just like many other issues, has its pro- 
ponents and its critics. Those opposed to reform are bringing back 
the same refrains that were used during the lead up to the AIA 
saying that in the last year the courts and the judiciary have 
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solved the problem, and that the Innovation Act is unnecessary. We 
have heard this before, and though I believe that the Court has 
taken several positive steps in the right direction, their decisions 
cannot take the place of a clear, updated, and modernized statute. 

In fact, many of the provisions in the Innovation Act do not nec- 
essarily lend themselves to being solved by case law, but by actual 
law, congressional legislation. Congress, the Federal courts, and 
the PTO must take the necessary steps to ensure that the patent 
system lives up to its constitutional underpinnings. And let me be 
clear about Congress’ constitutional authority in this area. The 
Constitution grants Congress the power to create the Federal 
courts, and the Supreme Court has long recognized that the pre- 
scription of court procedure falls within the legislative function. 

I welcome today’s hearing to review the recent Supreme Court 
patent cases, and as we examine those cases, we must remember 
that our patent system is a unitary one. That means that the rules 
that we lay out in statute apply to all areas of technology and all 
types of businesses, large and small, and generally to all users of 
the patent system equally. 

Thomas Jefferson could not have envisioned the innovations and 
inventions that were to unfold over the last two centuries and, in 
particular, over the last 20 years. But when he and our founding 
fathers crafted our patent system, they wrote these laws in a way 
so that they applied equally to all. 

In that spirit, as we crafted the Innovation Act, we worked to en- 
sure that its many provisions generally applied fairly and equally 
to all stakeholders. That means that we view patent trolling as an 
adjective that can apply to either party in a case if they engage in 
unreasonable or abusive tactics. That is also why good legislative 
practice should caution us against creating excessive carve-outs to 
cabin in provisions of the bill or other parts of patent law toward 
certain types of stakeholders. And we should make sure that the 
ideas that we put forth are well supported, and not just by those 
who happen to exempt themselves from its reach. We have a uni- 
tary patent system for a reason, and our system works best when 
the rules of the road apply to all. 

The American patent system is designed to reward true inven- 
tion and promote innovation. The USPTO must ensure that they 
take the task of ensuring strong patent quality seriously. On the 
patent quality front, I strongly believe that the PTO should not 
simply be in the business of granting patents and leaving the mess 
created for the courts and Congress to fix, but rather focus on 
strengthening the requirements for patent eligibility to reduce the 
overall number of weak or overly broad patents from entering the 
system. I am encouraged by the PTO’s recent announcements in 
this space. 

We must also remind ourselves that reforming our patent system 
is not a right or left issue. It is an economic issue, one that is bi- 
partisan, one that will be bicameral, and one that will be signed 
into law. As we take these steps toward eliminating the abuses of 
our patent system, discouraging frivolous patent litigation, and 
keeping U.S. patent laws up to date, we will help fuel the engine 
of American innovation and creativity, creating new jobs and grow- 
ing our economy. 
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Thank you, Mr. Chairman. I look forward to hearing from our 
witnesses today. 

Mr. ISSA. I thank the gentleman. It is now my pleasure to intro- 
duce the Ranking Member of the full Committee, the gentleman 
from Michigan, Mr. Conyers. 

Mr. Conyers. Thank you, Mr. Chairman. I am glad you did not 
introduce me as the skeptical Member of the Committee, but there 
is some skepticism that still remains. But this hearing today pro- 
vides an important opportunity to consider the impact of recent Su- 
preme Court cases involving abusive patent litigation. 

While allegations of abuse of patent litigation fed a clamor for 
drastic legislative reform, patent litigation rates in 2014 have 
dropped to levels last seen 5 or more years ago. So one of the first 
issues that I hope we assess is the impact of these Supreme Court 
decisions and whether they effectively have eliminated the need for 
one-size-fits-all fee-shifting legislation. 

For example, the Court in Octane Fitness lowered the standard 
by which a court may award attorney fees under Section 285 of the 
Patent Act. And in Highmark, the Supreme Court increased the 
level of deference that an appellate court must give to a lower 
court’s decision in awarding attorney’s fees. As a result of these two 
cases, it is now much easier for prevailing parties to obtain attor- 
ney fees. In fact, courts have granted nearly half of all motions for 
attorney fees filed in patent cases since these two cases were ren- 
dered. 

Given these developments, I believe it would be unwise for Con- 
gress to push additional fee-shifting legislation as the Federal 
courts assess the ramifications of these Supreme Court decisions. 
Legislative intervention at this time could create confusion and en- 
gender more rather than less litigation. So while I am not per- 
suaded at this point in time that Congress must alter the current 
fee-shifting statute, I do encourage our witnesses to share their 
perspectives about how these two Supreme Court cases will affect 
patent litigation. 

In addition to these two cases, there have been two other recent 
Supreme Court cases that may further decrease abuse litigation. 
The Supreme Court in Alice declared that abstract ideas could not 
be patented. And in Nautilus, the Supreme Court set a higher 
standard for certainty and specificity for patent claims. Because 
the two cases will make it easier to invalidate many va^ely word- 
ed software patents and business method patents, plaintiffs with 
such patents will have less incentive to file lawsuits. Most impor- 
tantly, the Patent and Trademark Office will be less likely to grant 
such patents under the new standards. 

So taken together, these decisions largely respond to concerns 
about how poor patent quality can lead to unnecessary patent liti- 
gation. And finally, it is my hope that this Committee will conduct 
further hearings that review the changing landscape affecting pat- 
ents before we take any congressional action. In particular, we 
should examine what the Patent and Trademark Office, the Fed- 
eral Trade Commission and the courts are doing to address abusive 
patent litigation. 

We know, for instance, the Patent Office is working on enhancing 
patent quality, and still in the process of implementing the Amer- 
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ican Invents Act. The Federal Trade Commission is in the midst of 
conducting a study on abusive patent litigation behavior. In addi- 
tion, several Federal district courts have adopted model discovery 
orders or discovery guidelines that limit discovery in patent law- 
suits. Following the recommendations of the Judicial Conference, 
the Supreme Court will in the near future likely approve elimi- 
nating Rule 84 and its Form 18, which will lead to the higher 
pleading requirements of Twombly and Iqbal. 

The Supreme Court is also expected to approve amendments to 
other rules of civil procedure that are aimed at achieving propor- 
tionality and discovery and early and active judicial case manage- 
ment. These revisions would apply to patent cases commenced on 
or after December 1, 2015. Cumulatively, these various efforts may 
address many of the concerns expressed during the debates last 
Congress on the need for the Innovation Act. 

I have long said that I am prepared to respond to the problem 
of abusive patent litigation, but we must not do so in a vacuum, 
but in an environment cognizant of other ongoing developments, 
and we cannot do so in a way that inhibits or discourages the cre- 
ative process that has been such a critical part of our Nation’s eco- 
nomic success. Thank you, Mr. Chairman. 

Mr. ISSA. Thank you, Mr. Conyers. It is now my pleasure to in- 
troduce the distinguished panel for today’s hearing. For the wit- 
nesses, your written statements will be entered into the record in 
their entirety. And I would ask that you summarize any and all 
portions of that or independent remarks within roughly the 5 min- 
utes. You will see the guideline lights in front of you. Please note 
yellow means get ready to stop, not continue well into red. If you 
do it, it will encourage those here on the dais to do the same thing 
when questioning occurs. 

Before I introduce the witnesses formally, I would appreciate if 
all four of you would rise and take the Committee required oath, 
and please raise your right hands. 

Do you solemnly swear or affirm that the testimony you are 
about to give will be the truth, the whole truth, and nothing but 
the truth? 

[A chorus of ayes.] 

Mr. IssA. Thank you very much. Please be seated. 

Our witnesses today include Mr. Herb Wamsley, executive direc- 
tor of the Intellectual Property Owners Association, better known 
as IPO; Mr. Krish Gupta, senior vice president and deputy general 
counsel at EMC Corporation, and I might note, an alumni of the 
Digital Corporation, one that I started my life in electronics in- 
volved with; Mr. Andrew Pincus, partner at Mayer Brown and 
former general counsel of the Commerce Department in the Clinton 
Administration; and Mr. Robert Taylor, counsel to the National 
Venture Capital Association. Again, as you begin speaking, your 
statements in their entirety will be placed in the record. 

Mr. Wamsley? 
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TESTIMONY OF HERBERT C. WAMSLEY, EXECUTIVE DIREC- 
TOR, INTELLECTUAL PROPERTY OWNERS ASSOCIATION, 

WASHINGTON, DC 

Mr. Wamsley. Thank you, Mr. Chairman and Members of the 
Subcommittee. I appreciate the opportunity to be here today to 
speak on behalf of the Intellectual Property Owners Association, or 
IPO, a diverse association whose members include more than 200 
companies and industries ranging from pharmaceuticals and bio- 
technology to electronics and information technology. 

We strongly support eliminating abusive suits and litigation mis- 
conduct by all plaintiffs and defendants in patent litigation, large 
and small companies, independent inventors, universities, and oth- 
ers. We believe abuses can be eliminated without making it more 
difficult for patent owners to enforce valid patents. Now, the Su- 
preme Court has decided seven cases since the House passed the 
Innovation Act in December 2013. I will comment briefly on six of 
those. 

In Octane Fitness, which is the most significant of the cases as 
far as the Innovation Act is concerned, the Supreme Court lowered 
the standard for finding a case exceptional for purposes of award- 
ing fees to a prevailing party. Octane also lowered the evidentiary 
burden for a party to establish entitlement to attorney’s fees. In the 
companion case of attorney fee awards, Highmark, the Court raised 
the standard of review for appeals of attorney fee awards. The net 
effect of Octane and Highmark is to make it somewhat easier for 
a prevailing party to obtain attorney fees, but IPO still supports 
legislation on attorney fees. 

The legislation should require an award of attorney fees to a pre- 
vailing party in every case unless the position and conduct of the 
non-prevailing party were objectively reasonable and substantially 
justified or exceptional circumstances make an award unjust. This 
presumptive fee shifting will be more effective than the Octane and 
Highmark decisions in deterring abusive litigation practices and 
will provide uniformity. 

The Octane standard of awarding fees in cases that stand out 
from others lowers the bar, but Octane is likely to be subject to a 
wide range of district court interpretations. Legislation can require 
judges to shift fees when they otherwise may be less inclined to do 
so. Fee shifting may be the single most effective legislative meas- 
ure for discouraging frivolous lawsuits and frivolous defenses. 

In Alice Corporation, the Supreme Court revisited patent eligi- 
bility under Section 101 of the Patent Act. Unfortunately the test 
articulated by the Court in Alice is not clear. We believe it is too 
early to tell what long-term effect Alice will have on abusive behav- 
ior in patent litigation. Since the Alice decision, reports have sug- 
gested an increase in district court dismissals of suits on software- 
related and business method inventions. 

Alice may strengthen the hand of defendants in frivolous suits. 
Defendants may be able to get suits dismissed for lack of patent 
eligibility at an early stage before costly discovery. However, unless 
clarified, Alice may have adverse effects on the incentive for inno- 
vation not only in software, but in other industries. 

Three other cases have some effect on patent litigation. Nautilus 
adopted the new reasonable certainty standard for patent claims 
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that will make it easier for a defendant to challenge a vague patent 
as indefinite. This will deter some frivolous charge of infringement. 
Teva Pharmaceuticals held at the Federal circuit must apply a 
clear error standard to review factual findings in support of patent 
claim construction. The Teva framework better aligns with appel- 
late review of patent claim construction, and Supreme Court prece- 
dent in the Federal Rules probably will have no effect on abusive 
suits. Limelight Networks will foreclose some patent suits based on 
an infringement inducement theory. 

We advise the Subcommittee to continue to monitor the possible 
impact of the Supreme Court decisions as it considers the Innova- 
tion Act. As mentioned, we draw attention to the amendments to 
the Federal Rules of Civil Procedure. They are scheduled to take 
effect at the end of this year, which will heighten the pleading 
standards for patent infringement, and provide judges with some 
more discretion relating to discovery. 

I will close by noting that the Patent and Trademark Office can 
help deter litigation abuses by ensuring that patents that are 
granted are of the highest possible quality and define the scope of 
rights. We support the USPTO’s new patent quality initiative. I 
will be happy to answer any questions. 

[The prepared statement of Mr. Wamsley follows:] 
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Intellectual Property Owners Association (IPO) 

Mr. Chairman and Members of the Subcommittee: 

My name is Herbert C. Wamsley. I appreciate the opportunity to be here today to 
speak on behalf of Intellectual Property Owners Association (IPO). I am the Executive 
Director of the association. 

INTRODUCTION 

IPO is a diverse association, representing members that include more than 200 
companies in industries ranging from pharmaceuticals and biotechnology to electronics 
and information technology. We believe IP rights drive innovation, which creates 
economic prosperity. One of the principles adopted by our 50-member corporate board 
of directors is to promote improvements and eliminate abuses in the IP system. We want 
to eliminate abusive patent suits and litigation misconduct by all plaintiffs and defendants 
- large and small companies, independent inventors, universities, and others. At the 
same time, we do not want to make it more difficult for patent owners to enforce valid 
patents. 

My comments are based on positions adopted by the IPO Board of Directors in 

amicus briefs filed in the U.S. Supreme Court and on legislation introduced in the last 

Congress. We are continuing to study the impact of recent developments and look 

forward to working with the subcommittee as litigation reform legislation moves forward. 

HAVE SUPREME COURT PATENT DECISIONS ISSUED SINCE THE 
INNOVATION ACT PASSED THE HOUSE ALTERED THE NEED FOR 
PATENT LITIGATION REFORM LEGISLATION? 

Since the U.S. House of Representatives passed the Innovation Act on December 
5, 2013, the U.S. Supreme Court has rendered decisions that have altered the patent 
system. Cases have been decided involving the standard for detennining attorney fee 
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awards and the standard of review for those determinations, patent eligibility, patent 
claim definiteness, the standard of review for district court claim construction, and 
induced infringement. I will discuss each of these cases and whether they might have 
affected the need for legislation.' 

Octane Fitness, LLC i’. Icon Health dr Fitness, Inc. and Highmark, Inc. AUcare 
Health Management Systems, Inc. 

35 U.S.C. § 285 provides that courts “in exceptional cases may award attorney 
fees to the prevailing party.” The purpose of this and other fee shifting statutes is to 
prevent abuses of the legal system by deterring frivolous litigation. According to Federal 
Circuit precedents before Octane, the bringing or maintenance of a frivolous suit or 
frivolous arguments or misconduct during litigation was sufficient to fonn the basis of an 
exceptional case finding.^ The position of the nonprevailing party, however, had to be 
objectively unreasonable and asserted in bad faith.® 

At issue in Octane was the standard for determining when positions taken by 
nonprevailing parties in litigation should result in fee shifting under § 285.'' In Octane 
the Supreme Court rejected the Federal Circuit two-part test, stating that “exceptional” 
means the case “stands out from others with respect to the substantive strength of a 
party’s litigation position (considering both the governing law and the facts of the case) 
or the unreasonable manner in which the case was litigated.”® Octane also lowered the 
evidentiary burden for parties to establish entitlement to attorney fees from a clear and 


^ This Icsimionv docs not address Medtronic Inc. v. Mirowski Family VenWre.s. which involved Ihc 
question of which parly has Ihe burden of proving infr ingemenl in cleclaralory j udgmenl suits. 

^ Beckman Insfniments, Inc. v. LKB Prodnkter AB, 892 F.2d 1547, 1551 (Fed. Cir. 1989) (oiling Standard 
Oil Co. V. American Cyanamid Co., 714 F.2d 448, 455 (Fed. Cir. 1985)). 

See, e.g.. Brooks Furniture Mfg., Inc. v. DuiaiUerInt’l, Inc., 393 F.3d 1378, 1381 (Fed. Cir. 2005). 

^ Octane Fitness, LLC v. Icon Health df Fitness, Inc., 572 U.S. , (2014); 134 S. Cl. 1749, 1752-53. 
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convincing standard to a preponderance of the evidence standard.'’ The companion 
decision, Highmark, held that abuse of discretion, not de novo review, is the proper 
standard of review for all aspects of district court exceptional case determinations 
because the inquiry is “rooted in factual determinations.”’ 

IPO supported the Supreme Court’s holding in Octane.'^ Our amicus brief in the 
Supreme Court argued that whether a case is “exceptional” should turn only on the 
objective reasonableness of the position taken by the nonprevailing party and not on any 
subjective intent. ° Despite the changes in the interpretation of § 285 on attorney fee 
awards in Octane and Highmark and reports that judges are awarding fees in higher 
numbers of cases after these decisions, we conclude that legislation is still needed. The 
existing statute still requires a case to be “exceptional” for an attorney fee award. Octane 
fails to provide a clear, objective test for lower courts to apply. It will require more lower 
court cases to determine the meaning of a case that “stands out from others.” Highmark 
commits more discretion to district court judges by adopting the abuse of discretion 
review standard, which will require more time to achieve uniformity in the law. Some 
judges will not be inclined to award fees despite this lower standard. 

Strong patent protection can stimulate the economy, driving investment in 
research and development and assuring the capital necessary to bring new products to 
market. The assertion of frivolous or nuisance claims or defenses, which serve neither 
the patent system itself nor the public interest, should never be tolerated. 


al 1758. 

' Highmark, hic. v. Allcare Ilealfh Management Systems, Inc., 572 U. S. (2014); 134 S. C'l. 1744, 1749. 

® Brief of Inlelleclual Properly Owners Association as Amicus Curiae in Support ofPeLilioner al 8 , Octane 

Fitness, LLC v. Icon Health ct Fitness, Inc., 572 U.S. (2014) (No. 12-1 184). 

'' Id. 


4 



14 


Intellectual Property Owners Association (IPO) 

IPO still supports legislation that would provide for awarding fees to a prevailing 
party unless the position and conduct of the non-prevailing party were objectively 
reasonable and substantially justified or exceptional circumstances made an award unjust. 
In addition to addressing abuses, presumptive fee shifting will more effectively deter 
abusive litigation in the first place than simply relaxing the standard for discretionary fee 
shifting. Such legislation will promote consistency, uniformity, and predictability. 
Legislation will address abuses in jurisdictions where judges may be less inclined to 
award fees. Legislation can provide objective criteria for parties to avoid paying fees, 
which will provide a stronger deterrent to patent litigation abuse. 

Alice Corp. v. CLS Bunk 

Alice unsettled the law on patent-eligible subject matter. The case addressed the 
patent eligibility of computer-implemented inventions under Section 101 of the Patent 
Act, upholding a Federal Circuit decision that Alice’s patent claims were directed to an 
abstract idea, which is ineligible subject matter. 

35 U.S.C. § 101 defines patent eligible subject matter as encompassing any new 
and useful process, machine, manufacture, or composition of matter, or any new and 
useful improvement thereof By judicial interpretation, patent eligible subject matter 
cannot include laws of nature, physical phenomena, and abstract ideas. " IPO’s amicus 
brief to the Supreme Court argued that a computer-implemented invention involving an 


Alice Corp^ v. CLS Bank, 572 U.S. , (2014); 134 S.Cl. 2347, 2360. 

" See Alice aL 2354 {citing Ass ’n for Molecular Pathology v. Myriad Genetics, Inc., 569 U.S. , ; 133 

S. Cl. 2107; 186 L. Ed. 2d 124, 133 (2013)). 
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abstract idea was patent eligible if it described a specific, practical application of the 
idea,'^ 

The Supreme Court held that courts must distinguish patents that claim the 
“building blocks” of human ingenuity, which are patent ineligible, from “those that 
integrate the building blocks into something more.”^^ First, the court should determine 
whether claims are directed to a patent-ineligible concept.''* Then the court should ask 
whether the claim’s elements, considered individually and in combination, transform the 
nature of the claim into a patent-eligible application.'' This step in the analysis has been 
described as searching for “an inventive concept” such that any resulting patent amounts 
to “significantly more” than a patent on only the ineligible concept. 

Alice did not articulate a clear test, and the “significantly more” inquiry may have 
confused the issue by conflating subject matter eligibility with the § 102 novelty and 
§ 103 obviousness inquiries. This contributes to uncertainty and a lack of clarity and 
creates risk that the courts will apply Alice incorrealy. ?osl-Alice Federal Circuit 
opinions addressing patent eligibility of computer-implemented inventions have reached 
different outcomes. DDR Holdings v. Holels.com upheld district court denial of 
Flotels.com’s motion that DDR’s claims were directed to patent-ineligible subject 
matter. The claimed solution was rooted in computer-technology in order to overcome 
a problem specifically arising in the realm of computer networks. Ultramercial, Inc. v. 
Huhi, LLC upheld district court dismissal of Ultramercial’s infringement suit for failing 

Brief oflnLcllcclual Property Owners Association as Amicus Curiae in Support of Neither Party at 12-15, 
.4iice Corp. v. CLS Bank. 572 U.S. (2014) (No. 13-298). 

Alice at 2354. 

“M at 2355. 

Id. 

” DDR Holdings LLC. v. IIotels.com LP, 773 F.3d 1245, 1249 (Fed. Cir. 2014). 

Id. at 1257. 
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to claim eligible subject matter.'® Ultramercial claimed a method of providing 
copyrighted works over the Internet free in exchange for viewing advertising.^® The 
problem of reconciling cases is likely to occur frequently at the USPTO and the district 
courts, which decide far more cases than the Federal Circuit. 

The test for patent eligibility articulated in Alice is not limited to computer- 
implemented inventions. A Federal Circuit opinion issued in December in In Re BRCAl- 
& BRCA2-Based Hereditary Cancer Test Patent Litig., Univ. of Utah Research Found, v. 
Ambry Genetics Corp., held that method claims related to the BRCAl and BRCA2 genes 
were ineligible under the Alice framework as merely reciting “the patent-ineligible 
abstract idea of comparing BRCA sequences and determining the existence of 
alterations.”^' 

We conclude that it is too early to tell what long-term effect Alice will have on 
deterring or decreasing abusive behaviors in patent litigation. Alice was decided only 6 
months ago. Reports suggest a significant increase in district courts invalidating patents 
on software-related inventions as lacking eligible subject matter. However, there is too 
little data to say whether this is a trend or a temporary spike. Some say reports of the 
death of software patents have been greatly exaggerated. Reportedly, the USPTO has 
slowed-down issuance of business method patents and some medical diagnostic patents 
following A/icc. Further, because the Supreme Court test is unclear, there is no assurance 
the USPTO and the courts are applying the case correctly. 

Anecdotally, patent abusers are said to assert patents that are overly broad, which 
include patents directed to abstract ideas. Arguably Alice, by causing more patents to be 

Ultramercial, Inc. v. llulu, LLC, 111 F.3d 709, 711-12 (Fed. Cir. 2014). 

-"Id. al 714. 

774 F.3d 755, (Fed. Cir. 2014); 1 13 U.S.P.Q.2D (BNA) 1241, 1246. 
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invalid, could strengthen the power of defendants in frivolous suits. Defendants may be 
able to get suits dismissed before costly discovery and thus may not be as willing to 
settle. 

It will take a while to determine the impact of Alice. The long-term effect will 
depend on how the lower courts, particularly the Federal Circuit, interpret and apply 
Alice. Courts have had problems for years with consistency and predictability in making 
determinations about patent eligibility. The lack of clarity in Alice makes it more 
difficult for innovators to determine when it is appropriate to invest in patent protection, 
and casts the shadow of uncertainty on all patents, even good ones. 

Nautilus, Inc. i>. Biosig Instruments, Inc. 

35 U.S.C. § 1 12(b) requires patents to particularly point out and distinctly claim 
the subject matter the applicant regards as the invention. This is known as the 
“definiteness” requirement. Patent rights are property rights; their boundaries must be 
clear so the owner must know what he owns and others should know what they do not.^^ 

Indefiniteness is one of the invalidity defenses.^^ An accused infringer can 
overcome the presumption of definiteness by showing “by clear and convincing evidence 
that a skilled artisan could not discern the boundaries of the claim based on the claim 
language, the specification, and the prosecution history, as well as her knowledge of the 
relevant art area.”^'' IPO’s amicushncA'm the Supreme Court supported a “reasonable 


Festo Corp. v. Shokefsi Kinzohi Kogy-o Kabushiki Co., 535U.S. 722, 730 (2002). 

2-\35 U.S.C. § 282(h)(3)(A). 

IJaUihurton Energy Seivs., Inc. v. M-I LLC, 514 F.3d 1244, 1249-50 (Fed. Cir. 2008); Microsoft Corp. v. 
i4i Ltd. P ’ship, 56A\I.^. , (2011); 131 S. Cl. 2238, 2242. 
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clarity” standard that would require claims to be reasonably understandable to a person 
having ordinary skill in the art in light of the specification and prosecution history. 

In Nautilus the Supreme Court adopted a reasonable certainty standard and 
overruled a Federal Circuit holding that an ambiguous claim was definite under § 1 12 as 
long as the ambiguity was not “insoluable.”^* The “insoluably ambiguous” standard 
failed to satisfy the definiteness requirement.^’ It was difficult to apply,’* tolerated 
“some ambiguous claims but not others,” ” and failed to discourage applicants from 
obscuring the scope of claimed inventions.^*’ The Supreme Court articulated a new test: a 
patent’s claims, viewed in light of the specification and prosecution history, must inform 
those skilled in the art about scope of invention with “reasonable certainty.”*' Writing 
for the Court, Justice Ginsburg said that “to tolerate imprecision . . . would diminish the 
definiteness requirement’s public-notice function and foster innovation-discouraging 
“zone of uncertainty.”*’ 

Posi-Nautilus it should be easier for a defendant to challenge the validity of a 
vague patent. We conclude that Nautilus may have a long-term effect on abusive 
litigation. We cannot find evidence yet of a significant increase in patents invalidated for 
indefmiteness since Nautilus. The long-term impact will depend on how the lower courts 
apply Naulilus, and how the Federal Circuit resolves inconsistencies across jurisdictions. 
Claim definiteness is an area where the USPTO has an opportunity to have an impact by 

Brief of Intellectual Property’ Owners Association as Amicus Curiae in Support of Neither Part}' at 9-12, 

Nautilus, hic. v. Biosig histn-imeufs, Inc., 572 U.S. (2014) (No. 13-369). 

-‘^Nautilus, 572 U.S. , (2014); 134 S. Cl. 2120, 2124. 

Id. 

See id. at 2130. 
at 2124. 

See id. at 2129. 

Id. 

■''-Id. at 2130. 
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indicating how it will implement Nautilus, possibly by an undertaking similar to its 
efforts to address changes in the law on subject matter eligibility, where the Office 
published enhanced examination guidance for public comment, held public roundtables 
to solicit additional input, provided examiner training, and published updated examples. 
Teva Pharmaceuticals USA, Inc. i>. Sandoz, Inc. 

leva vacated a Federal Circuit indefinite patent claim ruling. At issue was the 
proper standard of review for the district court’s claim construction. 

Claim construction is a matter of law and until Teva it was always reviewed de 
novo by the Federal Circuit.^'’ Federal Rule of Civil Procedure 52(a)(6) sets forth that 
findings of fact must not be set aside unless they are “clearly erroneous.” In Teva, the 
Supreme Court held that the Federal Circuit must apply a “clear error,” not de novo, 
standard of review of factual findings in support of claim construction (e.g., findings 
based on expert testimony).^* When the court reviews only evidence intrinsic to the 
patent, i.e., the claims, specification and prosecution history, the court reviews that 
construction de novo.^’’ 

IPO’s amicus brief supported the result reached in Teva, arguing that the ultimate 
conclusion of what a claim term means should remain reviewable de novo by the Federal 
Circuit.^* Where a district court resolves questions of fact based on extrinsic evidence, 
we argued such factual findings should be afforded deference.'^"' 

Teva Pharmaceuticals USA. Inc. v. Sondoz. Inc., 574 U.S. , (2015); No. 13-854, slip op. at 16 

(U.S. Jan. 20, 2015). 
al 1. 

See id. al 5-6. 

Id. al 6. 

Id. al 11-12. 

Brief of InLelleclual Properly Owners Association as Amicus Curiae in .Siipporl ofNeilher Parly al 2-3, 
Teva Pharmaceuticals USi, Inc. v. Sandoz, Inc., 574 U.S.C. (2015) (No. 13-854). 

Id. a I 5-6. 
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While J'eva applies broadly to all cases with claim construction review, we 
conclude that any effect this particular case may have on curbing abusive litigation will 
be minimal. The new framework better aligns appellate review of claim construction 
with Supreme Court precedent and the Federal Rules of Civil Procedure. The framework 
allows the Federal Circuit to benefit from the district courts’ superior fact-finding 
position with respect to extrinsic evidence, while fostering consistent claim construction 
rulings. 

Limelight Nehvorks, Inc. v. Akamai Technologies, Inc. 

The issue in Limelight was whether a defendant could be liable for inducing 
infringement of a patent under 35 U.S.C. § 271(b) when no one directly infringed the 
patent under § 271(a) or any other provision. Supreme Court precedent requires that 
liability for inducement be predicated on direct infringement.'’' Earlier, in Muniauciion, 
Inc. V. Thomson Corp., the Federal Circuit held that direct infringement under § 271(a) 
requires all steps of a method patent to be attributable to a single party, either because the 
defendant actually performed the steps or because the defendant directed or controlled 
others who performed them.'’^ Limelight was not liable for induced infringement even 
though Limelight provided directions to customers for performing the missing step of the 
patent claim. IPO’s amicus brief supported this outcome.'’'’ 

We conclude that Limelight may foreclose some patent suits where different 
entities perfonn different steps of a method. Its impact will depend particularly on how 

L/mel/giu NetM’Ofks, Inc. v. .ikamai Technologies, Inc., 572 U.S. (2014); 134 S.Cl 21 1 1, 21 15. 

Ai'o Mfg. Co. V. Convertible Top Replacement Co., 365U.S. 336, 341 (1961). 

® 532 F.' 3d. 1318, 1329-30 (Fed. Cir. 2008). 

Limelight al2\\5-n . 

Brief of InLelleclual Properly Owners Associalion as Amicus Curiae in Support of Neither Party at 9-10, 
Limelight Networks, Inc. v. .Ikamai Technologies, Inc., 572 U.S. (2014) (No. 12-786). 
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courts analyze whether “direction or control” exists for purposes of direct infringement. 
The inquiry is likely to depend on a number of factors that will be different in each case, 
particularly given the opportunities for collaboration among companies.'” Some facts to 
consider might include the closeness of the accused direct infringer and the third party 
that performed some of the steps of the claim, or the extent to which the relationship 
between the accused infringer and third party establishes the manner, timing, or other 
features that lead to the performance of the missing steps.'*'’ 

PoiA-LimeUghl it will be more difficult to prove that a defendant is liable based on 
the induced infringement theory, and thus more difficult to sue on patents that require the 
completion of steps by a third party. Infringement will be foreclosed unless a plaintiff 
shows that a defendant exercises “control or direction” over end users. This might 
constrain the ability of patent owners to hold upstream suppliers or manufacturers liable 
for independent acts of downstream third-parties. The case might have implications for 
legislative proposals for stays of patent infringement suits against downstream suppliers 
or end users while litigation proceeds against manufacturers, 

RELATED ISSUES 
USPTO Must Issue Quality Patents 

Some patents asserted in court should never have been issued by the USPTO. For 
many years IPO has supported improvements in USPTO administration to increase the 
quality of patent examination and speed up the processing of patent applications. A few 
specific measures likely to increase quality include upgrading IT systems for patent 
examiners, providing ongoing, timely examiner training on changes in the law and about 

al 17. 
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developments in technology, development and implementation of metrics to measure 
quality and, above all, to assure the issuance of patents that clearly define the scope of the 
rights they protect. We support the USPTO’s new patent quality initiative for improving 
the reliability of patents and look forward to making suggestions to the USPTO about 
where we see room for improvements. 

The USPTO Must Have Funding to Conduct High Quality, Timely Patent 
Examination 

Our members all agree that the United States needs a fully-funded USPTO to 
keep our nation competitive, encourage innovation and create new jobs. User fees paid to 
the USPTO by patent and trademark applicants and owners are paid with the expectation 
that the money will be used to examine their applications and provide other services to 
them. However, close to $1 billion was sequestered or diverted to unrelated government 
programs between 1992 and 2013. This was one of the major causes of the large backlog 
of unexamined patent applications that the USPTO is still struggling with today. 

The USPTO must have sufficient funds to hire and retain a nationwide workforce, 
and to train and supervise its workforce particularly to respond to emerging technologies 
and the evolution of case law. The patent system is a critical component of the U.S. 
economy and contributes greatly to U.S. leadership in innovation and technological 
advancement. It is imperative that the USPTO, which is fully funded by user fees and 
uses no taxpayer money, have full access to all of the user fees it collects. We urge 
Congress to revisit the issue of secure USPTO funding. 

CONCLUSION 

We continue to believe fee shifting legislation is needed despite the Oclane and 
Highmark decisions, but the effects of the other decisions on frivolous litigation are more 
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difficult to assess. The number of new patent suits filed in U.S. district courts decreased 
substantially in 2014, from 6,107 new cases filed in 2013 to 5020 new cases filed in 
2014.“*^ While it is too early to conclude whether this is a trend or just a temporary lull, 
some speculate that this is a result of the cumulative effect of the recent Supreme Court 
patent decisions. Other factors, however, may be contributing to this decline in litigation. 
We recommend that the committee continue to monitor the possible impact of these 
Supreme Court decisions as it considers the scope of legislation to deter abusive 
litigation. 

Another development since the House passed the Innovation Act may affect the 
patent landscape. Last year the U.S. Judicial Conference approved and forwarded to the 
Supreme Court for consideration proposed amendments to Federal Rules of Civil 
Procedure.'** Among other changes, the new rules will delete Form 1 8 and thus heighten 
the pleading standard for patent infringement cases.'**^ The new rules will also provide 
judges with more discretion and encouragement to more actively manage discovery, as 
well as enhanced guidance about when to shift fees with regard to discovery.’" The new 
rules are scheduled to take effect December 1, 2015.’* We suggest that the committee 
consider how these rule changes will affect patent litigation, with the goal of keeping 
patent law consistent with the rest of civil litigation to provide consistency, certainty, and 
predictability. 


'' Docket Navigator Year in Review 2014 at 5 {available othttpY/hoiiie. docketnavigator.com/year-review). 

Press Release, Judieial Conrerenee of the United Stales, Judicial Conference Receives Budget Update, 
Forwards Rules Package to Supreme Court (Sept. 16, 2014) {available at hUp://ncvvs.useourls.gov/judicial- 
conference-reeeives-budgct-update-forvvards-rules-package-suprenie-eourt). 

Memorandum from lire Standing Committee on Rules of Practice and Procedure of the Judicial 
Conference of the United States B-4-1 l(June 14, 2014) {available at 
hllp;//vvwvv.uscourls. gov7uscourts/RulesAndPolicies/rules/Reports/ST09-201 4-add. pdl). 

■"MalB-19. 

''' Judieial Conl’erence Press Release. 


14 



24 


Intellectual Property Owners Association (IPO) 

In addition to the recent case law and other considerations discussed above, we 
note that the changes made by the America Invents Act are difficult to discern so soon 
after the law’s implementation. We urge the committee to consider the implications of 
the AIA’s impact along with all other developments as it considers legislation to address 
abusive patent litigation practices. 

It is crucial not to undermine strong patent rights by disturbing incentives 
undergirding the patent system. The law must deter frivolous litigation but must not 
penalize legitimate patent owners simply seeking to enforce their rights. 

I will be happy to answer any questions. 

* ♦ * 
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Mr. ISSA. Thank you. 

Mr. Gupta? 

TESTIMONY OF KRISH GUPTA, SENIOR VICE PRESIDENT AND 

DEPUTY GENERAL COUNSEL, EMC CORPORATION, HOP- 

KINTON, MA 

Mr. Gupta. Chairman Issa, Ranking Member Nadler, and Mem- 
bers of the Subcommittee, I am honored to testify today on the crit- 
ical need for patent litigation reform. 

EMC is a global leader in cloud computing. EMC and its affili- 
ates hold more than 5,100 issued U.S. patents, and our portfolio is 
regularly recognized as one of the best in the information tech- 
nology business. We support a strong patent system that protects 
and promotes innovation and one that cannot be exploited by abu- 
sive litigation tactics. 

Since 2005, EMC has been sued by patent entities more than 35 
times and has never been found to have infringed. Yet, defending 
those suits has been extremely expensive, costing $10 million in 
2014 alone. And this does not include the substantial disruption to 
our business resulting from these frivolous lawsuits. 

EMC is not alone in this regard. In 2014, more than 5,000 new 
patent lawsuits were filed. That is nearly twice as many as were 
filed only 4 years earlier when Congress passed the AIA. Most im- 
partial observers agree abusive patent litigation harms innovation 
in all industries. 

Some have suggested that recent decisions by the Supreme Court 
either reduce or negate the need for Congress to act. As a practi- 
tioner who spends most of his time on patent litigation matters, I 
disagree. Only Congress can comprehensively restore balance in 
the patent system. Let me walk through the Court’s decisions that 
are most relevant to the issue of patent litigation reform, although 
I do not believe they offer an adequate solution. 

In Highmark and Octane, the Court addressed the award of at- 
torney’s fees under Section 285 of the Patent Act, which currently 
limits the assessment of fees to exceptional cases. They loosened 
the standard by which courts evaluate what qualifies as an excep- 
tional case while granting greater discretion to district courts to 
make this determination. 

Highmark and Octane have had no meaningful impact. In the 9 
months since these decisions, motions for fees have been granted 
in whole or in part only 4 percent more often than they were in 
the 2 years before these cases. Thus, fee shifting is still the excep- 
tion rather than the rule. The Innovation Act would level the play- 
ing field by requiring that fees be awarded to the prevailing party 
unless the losing party’s position is substantially justified or special 
circumstances make an award unjust. This provision will discour- 
age the filing of frivolous suits and the use and abusive litigation 
tactics by imposing financial accountability in the patent system. 

Next, I would like to turn to the Supreme Court’s decisions in 
Iqbal and Twombly. In these cases, the Court addressed the level 
of specificity required in a complaint to include enough facts to 
plausibly suggest that the plaintiff is entitled to relief With the Ju- 
dicial Conference recently recommending the elimination of Form 
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18 for patent pleadings, it is expected that the Iqbal and Twombly 
standards will apply to all patent pleadings as well. 

However, these cases do not set forth bright line rules necessary 
for patent cases and are bound to lead to variable outcomes. Many 
courts will undoubtedly continue to permit vague pleadings. The 
Innovation Act recognizes the need to provide uniform and clear 
pleading standards. This imposes no new burden on good faith 
plaintiffs who will have already conducted proper due diligence, but 
it will deter bad faith plaintiffs and will reduce costs for defendants 
by requiring the allegations to be made clear at the outset. 

On discovery, there have been no Supreme Court developments 
regarding abusive tactics. We support provisions included in the In- 
novation Act that limit discovery before the Court issues its claim 
construction ruling. This would ensure that discovery is focused on 
claim construction issues that actually matter. By requiring the re- 
questing party to cover the cost of unnecessary discovery, the Inno- 
vation Act will limit the extent to which discovery costs can be 
used as a bargaining chip to extort a settlement. 

These three areas — fee shifting, pleading specificity, and dis- 
covery — require legislative intervention. The courts cannot bring 
about the comprehensive and prompt solution that Congress can 
structure while promoting consistency and predictability. The 
rampant proliferation of abusive patent litigation is a problem 
causing billions of dollars of costs that cry out for a legislative solu- 
tion. We urge you to swiftly pass this legislation, and we stand pre- 
pared to help you in any way we can to bring a bill to the Presi- 
dent’s desk in short order. 

Thank you, and I look forward to your questions. 

[The prepared statement of Mr. Gupta follows:] 
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Subcommittee on Courts, Intellectual Property, and the Internet 
February 12, 2015 

Chairman Issa, Ranking Member Nadler, and Members of the Subcommittee, my name is 
Krish Gupta, and I am Senior Vice President and Deputy General Counsel for EMC 
Corporation (EMC]. I had the honor and privilege of testifying before the judiciary 
Committee in October, 2013, to express our support for patent legislation to curb abusive 
patent litigation. Since that time, the Supreme Court of the United States has issued a 
number of decisions that have provided some relief from certain abuses. I appreciate the 
opportunity to testily on the impact of these decisions on patent litigation and H.R. 9, the 
Innovation Act of 2015 (''Innovation Act"). EMC applauds the introduction of the bipartisan 
Innovation Act and believes strongly that these important legislative reforms continue to 
be necessary to protect the patent system and spur innovation and competition. 

As background, I am a registered patent attorney witli more than 20 years of experience in 
patent law. At EMC, I have worldwide responsibility for intellectual property (IP) law and 
technology licensing matters, including IP policy, patent and trademark prosecution, and IP 
litigation. I would like to thank you for the opportunity to discuss the importance of 
patents to EMC, the current state of the patent litigation system, and the continued and 
urgent need for the reforms enumerated in the Innovation Act The Innovation Act is a 
major step forward toward curbing abusive patent litigation and making it possible for 
innovators to focus on developing the next new technology for the benefit of the American 
consumer and economy, rather than defending meritless lawsuits. 


About EMC 

EMC was founded in Newton, Massachusetts, in 1979. Today, EMC is a global leader in 
enabling businesses and service providers to transform their operations and deliver IT-as- 
a-Service. Through Innovative products and services, EMC accelerates the journey to cloud 
computing, thereby helping businesses store, manage, protect, and analyze their most 
valuable asset — Information — in a more agile, trusted, and cost-efficient way. 

Since 2003, EMC has Invested approximately $42 billion in research and development, as 
well as in acquisition of technologies that have revolutionized the world of information 
technology. EMC currently has an annual R&D investment of approximately $3 billion. 
These investments have enabled EMC to broaden our product portfolio, enter new market 
segments, and expand our market opportunity. 

Headquartered in Hopkinton, Massachusetts, with additional concentrations of employees 
in California, North Carolina, Utah, and Washington State, we employ approximately 68,000 
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people in 86 countries around the world. We rank 1 28"' on the Fortune 500, based on 
2014 revenues of $2 4.4 billion. 


Importapcg of Patents tp EMC 

EMC's position of market leadership is the result of pioneering innovation, hard work, and 
substantial investment in new technologies. Innovation and intellectual property are our 
lifeblood, our keys to survival, and our future. We have a 36-year track record of 
anticipating future needs and building and acquiring technology solutions to solve 
problems in new and innovative ways. 

EMC relies greatly on patents to establish and maintain our proprietary rights in our 
technology and products. EMC and its majority owned federated businesses hold more 
titan 5,100 issued U.S. patents. EMC's patent portfolio is regularly recognized as one of the 
strongest and most impactful in the Information technology business. In fact, the Wall 
Street lournal and the Patent Board recently ranked EMC as the S"* most innovative 
information technology company based on the quality and quantity of its patents.^ These 
patents cover EMC's many innovations, including the hardware and software technologies 
used in our diverse products and offerings. In short, EMC is an advocate of a strong patent 
system; however, we want a system that protects and promotes innovation rather than 
inhibiting It, and a system that cannot be exploited by those who would use abusive tactics. 


Ahu.sive Patent l.irigaHnn is a Serious Problem 

In 2014 alone, more tlian 5,000 new patent lawsuits were filed.^ That is nearly twice as 
many as were filed only four years earlier.^ The number of patent lawsuits filed last year 
was the third highest ever.^ After adding in patent disputes filed in administrative 
agencies, the total number increases to more than 6,600 patent disputes — the second 
highest level in history.® 

In 2011, litigation costsarising from cases filed by so-called "patent assertion entities" 
were estimated at $29 billion in direct out-of-pocket costs." At that time, commentators 


' The Patent Board, htln://www.njtentlxidrd.coiTi/ (last visited February 9. 2015). 

^ Unified Patent’s Z014 Litigation Report, UNipiED Patents (lanuary 8, 2015), 
http://unifledpatents.eom/2ni5/01/0B/unlfled-patents-2014-litigation-repori/. 

^Id 

•Id 

s 2014 Patent Dispute Report and Analytics, Unjkieu Patents fianuary 26, 2015), 
http://unifledpatents.eom/2015/01/26/2014-patent-dispute-report-and-analytics/. 

* lames E. Bessen S Michael |. Meurer, The Direct Costs flom NPE Disputes, 99 Cokneu. L Rev. 3B7 (2014), 
available at http://ssm,com/ab5tract=209 1 2 10; see also Litigations Over Time, Patent Freedom, 
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estimated the total costs associated witit abusive patent litigation at $80 billion per year J 
and those numbers certainly have increased since then. Abusive patent litigation is a costly 
problem that is stifling American innovation and impeding job creation each and every day, 

Small, medium, and large enterprises are all affected by abusive patent litigation. 

According to a 2013 survey, startup companies and venture capitalists overwhelmingly 
believe that the tlireatof patent litigation has a negative impact on their businesses.® 

Survey respondents cited monetary costs as well as distraction to management, engineers, 
and other employees. Respondents also described the human toll that these threats have 
taken on entrepreneurs, citing not only the impact on morale, but also the overall fear of 
losing a business. Further, the surveyed venture capitalists stated that if a company had an 
existing patent litigation threat against it, that fact could potentially be a major deterrent in 
deciding whether to invest. The survey succinctly summarized the responses on the impact 
of patent demands on startups: "[wjhen companies spend money protecting their 
intellectual property position, they are not expanding; and when companies spend time 
tliinklng about patent demands, they are not Inventing.""* 

Other commentators echo this core conclusion: abusive patent litigation harms 
innovation.*” While Congress hears a lot from large companies like EMC, in fact, the biggest 
impact is on small startup firms.*’ Most of the cases filed by abusive litigants target 
companies with revenues of letis than $100 million a year.'* A study conducted at the 
Massachusetts Institute of Technology concluded that frequent litigants caused a decline of 
$22 billion in venture investing over a five-year period.** A Rutgers University study 
concluded that small companies that were hit with abusive lawsuits significantly decreased 
their spending on research and development.*"* Likewise, researchers at Harvard 
University and the University of Texas found a substantial decline in research and 
development spending following protracted patent litigation initiated by patent assertion 


https://www.patenOreednni.i:oiii/ahout-npes/liligations/ (last visited February 8, 2015]; Robin Feldman, 
Tom Ewing, & Sara |eruss, TheAlA 500 Expanded: Effect: of Patent Monetixotion Entities, UC HASTINGS 
Rkskabcii Paprr No. 45, April 9, 2013, .it 7, bltp;//ssm.com/abstract=2247195 (patent monetization entities 
filed 58.7 percent of patent lawsuits in 2012). 

’ lames E. Bessen, |ennifer Ford & Micbael ). Meurer, The Privaui and Social Costs of Potent Trolls, 

Rki:iii.ation, Winter 2011-2012, at 26. 

" Robin Feldman, Patent Demands & Startup Companies: The View from the Venture Capitai Community, UC 

Hastings Riskarcii Papkr No. 75, October 28, 2013, http://ssrn.com/abstract=2346338 

"Id. 

lames Bessen, The Evidence Is In: Patent Trolls Do Hurt Innovation, Harv. Bus. Rev,, )uly 2014. ovailahle at 
http5://libr.org/2014/07/the-evidence-Ls-in-patent-troll5-do-hurt-innovation. 

"Id. 

"Id. 

'* Catherine Tucker, The Effect of Patent Litigation and Patent Assertion Entities on Entrepreneurial Activity, 
MIT Sloan School Working Paper 5095-14, lune 22, 2014, at 31, http;//5sm.com/abstract=24576 1 1. 

*• Roger SmeeLs, Does Patent Litigation Reduce Corporate P&D? An Analysis of US Public Firms, April 28, 2014, 
http://ssm.com/ab5tracts2443048. 
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entities.'-'' The evidence is clear: frivolous and abusive patent litigation results In less 
innovation and less investment in cutting-edge technologies and companies. 

We at EMC wholeheartedly agree with these conclusions. Public confidence in our nation's 
patent system suffers, justifiably, when that system allows low-quality patents to be 
asserted in litigation and allows abusive litigation practices to be used. Baseless patent 
litigation distracts innovators, preventing them from spending their time productively 
contributing to technological progress and to the economy. 

The staggering costs of such abusive patent litigation are borne by innovative companies in 
all industries. While sixty-three percent of the patent lawsuits filed last year were in the 
high-tech field,"* a recent article suggested that patent assertion entities may suon increase 
lawsuits targeting biotech and pharmaceutical companies.'^ In short, the patent system 
that was created to promote innovation, has, in far too many instances, actually had a 
detrimental impact on innovation by taking money and resources from those who innovate 
and handing It over to those who do not. 


EMC's Experience 

EMC is a frequent target of unscrupulous patentees with low-quality patents. Since 2005, 
EMC has faced unfounded patent lawsuits more than thirty five times, and has never been 
found to have infringed. As a matter of principle, EMC docs not settle unmerltorious suits. 
To us, to do so would be tantamount to giving in to extortion. Yet defending against 
abusive litigation has cost us millions of doilars that could have been inve.sted in growing 
our workforce or furthering innovation, in 2014 alone, EMC spent more than SIO million 
in defending frivolous patent actions. 

Typically, at the outset of these cases, abusive patentees provide very little information 
about their allegations. EMC is forced to devote significant time, resources, and manpower 
to analyzing vague complaints that are directed at vast technology areas. This effort is 
needed because we mu.st speculate about what will be the subject of the plaintiffs 
infringement argument. And in the process, we waste the time of our engineers — the 
driving force of our company — studying technical details of features that ultimately are not 
at issue in the case. 


Lauren Cohen, Umk G. Gurun, and Scott Duke Kominers, Patent Trolls: Evidence from Targeted Firms 
Harvako Business School Finance Workinc Paper No. 15-0U2, August 7. 2014, 
http://.ssrn.coni/abstract=2464303. 

Unified Patent's 2014 Litigation Report, Unieied Patents (lanuary 8, 2015), 
http://uniriedpatents.coin/2015/01/08/unifled-patents-2014-litigation-repori/. 

Robin Feldman & W. Nicholson Price, Patent Trolling — Why Bio H Pharmaceuticals Are at Risk. UC Hascincs 
RES rviRCII Paper No. 93. Feb, 14, 2014, http://5sm.com/abstracts2395987. 


5 



32 


EMC' 


At the beginning of a lawsuit, EMC spends between SIOO.OOO and $150,000 per month in 
outside legal fees for routine administration of a patent suit. Once a case becomes mure 
active with discovery, depositions, expert reports, and Markman hearings, the fees typically 
range from $150,000 to $300,000 per month, but can be even higher. Added to such costs 
are expenses for outside vendors, experts, and prior art searching, which may cost several 
hundred tliousand dollars each. 

Furllier, we often challenge the validity of low-quality patents through a Petition for Inter 
Partes Review (IPR). These petitions — highly beneficial proceedings introduced by the 
AIA — are filed with the Patent and Appeals Board of the U.S. Patent and Trademark Office, 
an expert agency that is often better situated to evaluate patent validity than a court. 
Although EMC is a great proponent of this new proceeding, an IPR can cost between 
$500,000 and $1,000,000 per patent In instances in which the district court does not stay 
its proceedings, this expense may need to be borne simultaneously with the above- 
described litigation costs. 

In total, we can easily spend several million dollars to reach a resolution on the merits of 
one case. Some plaintiiTs use their leverage associated with these costs to extort 
unreasonable settlements. This tactic is especially effective against startups and small 
companies that may not have the capital fora robust defense. Indeed, some patentees 
negotiate scores of cost-of-litigation settlements with the majority of defendants, then 
simply dismiss the rest rather than proceeding with litigation. Although this tactic 
demonstrates the frivolous nature of the lawsuit, defendants rarely have any recourse 
against patentees who conduct no business aside from filing meritless cases. 

Discovery is a major contributor to the overall cost of litigation. Discovery costs in 
intellectual property cases are almost 62 percent higher than in other cases.'® In a case 
brought by a patent assertion entity, these discovery costs are home almost exclusively by 
defendants. This sort of plaintiff typically has few documents and fewer employees. No 
matter how many discovery requests they are served, they can often simply produce all 
their documents in a single banker's box. There Is a significant incentive for a patent 
assertion entity to drown a large company defendant in discovery requests, seeking to 
force its engineers, its IT department, and its legal staff to unearth tens of thousands of 
requested documents. Such discovery costs are particularly troubling because they are 
unpredictable, fudges across the country, abetted by the lack of uniform national patent 
rules, have very different views on the proper scope of discovery. 

These burdens are unnecessary and unwarranted. According to one estimate, less than one 
document in ten thousand produced in discovery is aaually introduced at trial.” Email 
appears even more rarely.^" Yet despite the irrelevance of most documents produced in 


'"Chid judge Randall B. Rader, The 5t(7£eo//’oeenriit(9fltJon,E.D. T ex. juiticiAi.CONFSRSNCB, Sept 27, 2011, at 
7. ava(7oWeathtqj://patentlyo,comyniedia/docs/20li/09/raderstateofpatentlit,pdl. 

I" Wat 8, 

‘“Id. 
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discovery, some plaintiffs still use the tiireat of exorbitant discovery costs to increase tlie 
incentives to settle. 

One of the lawsuits in which EMC is involved provides a compelling example of the need for 
reform. When this case was first filed, the complaint listed eight patents, with no 
explanation of which of the hundreds of claims in those patents were allegedly infritiged. 
The complaint generically accused two large EMC product lines of infringing, with no 
designation of which specific models infringed, and no explanation of why any EMC 
product supposedly infringed, or which claims might be infringed. 

Based on the limited information it had, EMC set to work investigating the plaintiffs 
allegations and preparing its defenses. But six months later, the plaintiff amended its 
complaint, adding tliree new patents and a third, separate EMC product line. The plaintiff 
still failed to identify any specific claims or any specific model numbers. EMC again 
diligently attempted to investigate the allegations, but the sheer number of claims and the 
lack of any explanation as to how the claims were allegedly infringed required enormous 
effort, involving hundreds of hours of potentially unnecessary analysis. It was not until 
eight months into the litigation that specific claims were identified and claim charts 
provided. 

7‘hen, a year and four months into the lawsuit, the plaintiff again tried to expand the case, 
asking the Court for permission to add new products and previously undisclosed claims. 
EMC should not have to litigate for more than a year, investing enormous sums of money 
for its defense, only to have the case fundamentally change direction again and again. 

As a result of all this uncertainty, EMC has spent hundreds of thousands of dollars per 
month combating allegations that are a fast-moving target If the plaintiff had identified its 
theory of the case from day one, EMC could have conducted Its own investigation into 
infringement and validity in short order, spending a fraction of the time and expenses that 
it will be forced to incur. Instead, as Is common in abusive patent litigations, the ever- 
changing allegations make it impossible to efficiently and effectively prepare a defense. 

This is by design and in the plaintiffs interest, as so many companies would prefer to settle 
for a fraction of the litigation cost and avoid the aggravation rather than continue to fight 
on these uneven terms. 

Discovery represents a significant part of EMC’s overall expenses in tills case. The plaintiff 
has accused EMC products that are complex, refrigerator-sized storage systems that may 
cost up to $1 million or more. However, the alleged infringement is based solely on a 
relatively inexpensive commodity chipset that is supplied by a third party and embedded 
within the accused products. Thus, despite tlie narrow scope of the patent. EMC is forced 
to spend considerable money producing reams of technical and financial information that 
has nothing to do with the tiny chipset that is at the heart of the Infringement allegations. 

In short the system as it exists today is highly skewed. Patentees who file frivolous cases 
can gain significant unfair leverage by increasing the risk and costs on the part of 
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defendants. But, unless they are subject to counterclaims, they may share no part of tlie 
risk, and little part of the costs. Today, they are rarely held accountable fora defendant's 
attorneys’ fees, even when the litigation they Rled lacked any reasonable basis. The 
Innovation Act addresses these core issues and will ultimately change the system for the 
better. 


Recent .Siinreme Court Ca.ses and Related nevelopment.s 

Some have suggested that recent decisions by the Supreme Court of the United States 
reduce the need for Congress to act However, the great majority of small, medium and 
large entities that have been negatively impacted by abusive patent litigation know that 
much still needs to be done, and legislative action is required to address the core aspects of 
abusive litigation. That Is, legislative action is required to secure the patent system so that 
it operates in the manner in which it was originally intended — to promote innovation. I 
will spend a few minutes summarizing the relevant recent cases, and will then explain why 
Congressional action is sorely needed to promote consistency and predictability. 

Mayo. In 2012, in a case called Mayn Collaborative Services v. Prometheus Laboratories,^' 
the Supreme Court addressed when one can patent medical processes. The Court held that 
If a patent is directed to a natural process that takes place in the human body — a so-called 
"law of nature" — it must also contain an "inventive concept" to be eligible for a patent. 
Tacking on routine or conventional steps, like taking measurements from blood, to the 
natural law cannot make it eligible. 

Mayo demonstrated how the Court would scrutinize patents to make sure they are 
"eligible" — that is, to ensure they are directed to the subject matter that Congress intended 
for patenting, namely Inventions that improve processes, machines, articles of 
manufacture, or compositions of matter, not natural laws, abstract ideas, or products of 
nature. But Mayo did not solve tlie problem of abusive patent litigation. Most bad-faitli 
patent lawsuits did not involve the type of subject matter directly addressed by Mayo. 

Myriad. Then, in 2013, in a case called Association for Molecular Pathology v. Myriad 
Genetics, the Court built on its earlier decision, determining whether human DNA could be 
patented. The Court held that naturally occurring DNA, even isolated strands, could not be 
patented. However, artificial sequences of DNA can be patented because tliey are 
manmade. 

As with Mayo, Myriad did not do much to solve the problem of abusive patent litigation. 
Whether you can patent DNA is an interesting question, but DNA patents are not an Issue 
that affect most companies facing these baseless lawsuits. 


Mayo Collaborative Services v. Prometheus LaboivCorie.s, Inc, 132 S-Ct 1289 [2012]. 
a Association tor Molecular Pathology r. Myriad, 133 S.Ct 2107 (2013). 
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Limelight. Last )une, the Supreme Court decided Limelight Networks, Inc. v. Akamai 
Technology^ a case relating to induced infringement of method claims. A method claim is 
a patent claim that sets forth steps to be performed rather than physical components of a 
patented machine. In a claim of induced infringement, the defendant is accused of 
encouraging someone else to infringe a patent. In Limelight, the Supreme Court confirmed 
dial there can be no induced infringement unless there Is direct infringement. 

This decision simply returned the law to the way it was before the Federal Circuit's 
decision in this case. Furthermore, the decision Involved only the narrow category of cases 
involving allegations of induced infringement of a method claim where there was no direct 
infringement Therefore. Limelight did not have a substantial impact on baseless patent 
litigation. 

Alice. In Alice Corporation v. CLS Bank,^* also decided last |une, the Court finally turned to 
the category of patents that abusive plaintiffs more often assert in patent litigation: patents 
on computer-implemented business ideas. The Court held that you cannot get a patent on a 
fundamental economic practice, like tile idea of escrow, even if you limit your patent to 
escrow performed on a computer. Computers are so ubiquitous, the Court explained, tliat 
merely taking a longstanding idea and doing it on a computer is not truly inventive. 

While Alice is helpful In some cases, it impacts only a small percentage of patents. Further, 
even patent cases that do not survive motions to dismiss under A//ce run up enormous 
costs for defendants. Plaintiffs who file bad-faith litigation understand these costs, and can 
still coerce settlements out of defendant operating companies that would rather pay less to 
settle than to litigate. 

Octane/Highmark. Last year, the Court decided two cases addressing when courts can 
award attorneys' fees to the prevailing party In patent litigation. Currently, Section 285 of 
the Patent Act says that even when a defendant wins, the defendant still must pay its own 
attorney's fees unless the defendant demonstrates that the case was "exceptional." In 
Octane Fitness v. Icon Health & Fitness,^ the Supreme Court interpreted this provision to 
mean that fees are available In any case that "stands out from others." In HIghmark v. 
Allcore Health Management System,^'' the Court held that district courts have great 
discretion in deciding whether to award fees. EMC filed amicus briefs in these cases urging 
the Court to make It easier for district courts to award fees, and these cases did loosen the 
prior standards applicable to deciding motions for fees. Unfortunately, as I will explain, 
these decisions have been only moderately successful in increasing the success rates of 
defendants who seek to recover their attorneys' fees when they are faced with baseless 
patent litigation. 


Limelight Networks, Inc. v. Akamai Technology, 134 S.Ct. 2111 (2014). 

« Alice Coiporation Pry. Ltd r, CLS Bank Infl. 134 S.CL 2347 (2014). 

Octane Fitness. LLC v. ICON Health S Fitness. Inc, 134 S.Ct 1749 (2014). 
^'^Highmark Inc. w Allcare Health MgmLSys„ Inc. 134 S.Ct 1744 (2014). 
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Nautilus. In |une of last year, the Court addressed how clear or "definite'' patents must be 
in Nautilus v. Blosig Instruments.^’ The Court interpreted language in Section 112 of the 
Patent Act requiring that a patent "conclude with one more claims particularly pointing out 
and distinctly claiming the subject matter" of the invention as requiring the patent to 
provide "reasonable certainty" of what it covers. EMC filed an amicus brief in this case as 
well, successfully urging the Court to overrule tlie Federal Circuit's overly-narrow view of 
when a patent should be held invalid for indefiniteness. Nevertheless, since the Supreme 
Court issued this decision, few patent claims have actually been Invalidated as a result of 
the new standard. 

Teva. In its recent decision in Teva Pharmaceuticals USA v. Sandor,”' the Court took a step 
backwards In its line of patent decisions, addressing the Federal Circuit's standard review 
of district court claim construction decisions. The Federal Circuit had always given a fresh 
look to such decisions, which enabled that court to ensure that a patent had been 
interpreted consistently across the district courts. But In january, the Supreme Court held 
tlial some aspects of a district court’s claim construction decision would be reviewed with 
deference — that is, the Federal Circuit should allow district courts some leeway in 
interpreting patents, even if they get it wrong. 

EMC filed an amicus brief in this case as well, warning that giving deference to a district 
court's claim construction decision would encourage abusive patent litigation. Patentees 
typically get to pick the district court in which they bring suit, and so they can shop for the 
forum most likely to interpret patents overly favorably. The Federal Circuit's fresh review 
of district court interpretations of a patent had put a small check on such forum shopping. 
Now unscrupulous patentees have an additional Incentive to pick the district court most 
favorable to them, and that court's claim interpretation will be more iitsulated from Federal 
Circuit review. 

Twombly, Iqbal, and Form 18. In 2007 and 2009, the Court decided Bell Atlantic v. 
Twombly’‘‘ and Ashcroft v. IqbaP", a pair of non-patent cases that increased, to a degree, the 
level of specificity required in a complaint by requiring the complaint to include enough 
facts to "plausibly" suggest that the plaintiff is entitled to relief. 

Today, these cases do not directly apply to patent complaints that assert direct 
infringement (although they do apply where Indirect infringement is alleged) because the 
Federal Rules of Civil Procedure include a sample form for patent infringement, Form 18, 
which requires less detail than is required by Twombly and Iqbal. Thus, today, a plaintiff 
need not fully identify the accused products; a plaintiff need not identify the asserted 
claims; and a plaintiff need not explain why it believes that the defendant infringes the 
asserted patent. 


” Nautilus, Inc. v. Blosig Instruments Inc, 134S.Ct. 2120 (2014). 

Teva Pharmaceuticals USA, Inc. y. Santlot Inc, No. 13-054 (U.S. Ian. 20. 2015) (slip. op.). 
« Bell Atlantic Carp, v, Twombly. 550 U.S. 544. 127 S.Ct. 1955 (2007). 

“ Ashcroft V. Iqbal. 555 U.S. 662, 129 S.Ct 1937 (2009). 
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In September, the judicial Conference of the United States, which is a 26-member 
committee of judges that suggests changes to the Federal Rules of Civil Procedure to the 
Supreme Court, recommended abolishing certain model forms, including Form 18.’' 

The abrogation of Form 18 would be a positive development, as it would lead to courts 
applying the stricter standard of Twombly and Iqbal to patent cases. But these cases do not 
set forth bright-line rules, and there will inevitably be satellite litigation regarding whether 
or not a particular complaint satisfies the requirements of these cases. Different judges in 
different districts will come to different conclusions, leading to variable outcomes, 
Legislation Is needed to provide uniform, clear national standards so that defendants may 
prepare their case from the outset 


l.egislatinn is Needed 

While helpful, recent developments in Supreme Court case law do not fully correct the core 
problems of patent litigation abuse. For example, tliey do not reduce the expense and 
burden of discovery. They do not require a patentee to initially disclose which claims of a 
patent it is asserting which of the defendants' products It is accusing or how the accused 
products supposedly infringe the patents. And these decisions do not make fee-shifting the 
default rule rather than the exception. I will address each of these issues in turn. 

Discovery. No recent development has managed to turn the tide of the abusive discovery 
tactics that plague the meritless cases EMC faces on a daily basis. As I explained earlier, 
discovery is a significant weapon used to extort cost-of-lltigation settlements in meritless 
cases. Abusive discovery tactics are particularly effective when used by non-practicing 
entities because they typically have few employees and few records or documents, and are 
generally not subject to counter suit. 

The Innovation Act sensibly limits discovery before the court issues its claim construction 
ruling to only discovery that relates to claim construction Issues. This will help prevent 
wasted effort by either eliminating the need for discovery entirely (where, for example, the 
court's claim construction order effectively resolves the casej, or at minimum by focusing 
the parties on truly relevant discovery, which can only be known after the court has told 
the parties how the claims will be interpreted. 

The Innovation Act further ensures that the technical discovery that does take place will be 
tailored to the issues that actually matter, and that the costs of inefficient "fishing 


See ludicial Conlerence Receives Budget Update, Forwards Rule Package to Supreme Court, United Stato 
C oiiins, September 16, 2014, http;//news,uscourts.gov/iudlcial-conference-receives-budget-updatc- 
forwards-rules-peckage-supreme-court; Vin Gurrieri.yi/dfles Vote to Nix Rule Creating Patent Complaint 
Forms, IP Law 360. September 17, 2014, http://www.law360.com/articlcs/578149/iudges-vote-to-nix-rulc- 
crcating-patent-complaint-torms. 
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expeditions" will be borne by the party serving the discovery request. By requiring the 
requesting party to cover the costs of unnecessary discovery, the Innovation Act will limit 
the extent to which those who would abuse the litigation system can use discovery costs as 
a bargaining chip. 

Pleading Specificity. Businesses like EMC require certainty and predictability. Uniform, 
clear national standards, such as those included in the Innovation Act, can only be provided 
by Congress, and are needed. And those standards should require a plaintiff to explain why 
it believes the defendant infringes, so that the defendant can actually investigate the 
allegations and prepare its case, rather than face ever-shifting theories of Infringement. 

The Innovation Act recognizes the need to provide uniform pleading requirements for 
patent infringement cases. The Act would require a patentee to set out in its complaint 
each asserted claim, each accused product, and an explanation of how each accused 
product supposedly infringes every asserted claim. This imposes no new burden on good- 
faith plaintiffs, who are required to have conducted due diligence and arrived at a tenable, 
good-faith theory of infringement before filing suit. The bill’s heightened pleading 
requirement merely requires plaintiffs to disclose the results of their required analysis. 

The Act will have a real effect on those plaintiffs who file meritless, bad-faith lawsuits by 
making the lack of basis for Che lawsuit apparent from the outset. 

Fee-shifting. The Supreme Court's decisions in Highmark and Octane are welcome, but do 
not go lar enough. Fundamental change is needed to stop the onslaught of frivolous patent 
cases companies have faced in recent years. 

In the two years before these cases were decided, motions for fees were fully granted 1 8 
percent of the lime and granted in part 20 percent of the time. They were denied in full 62 
percent of the time.^^ According to our analysis, in the nine months since the Supreme 
Court issued its decisions in Highmark and Octane, the grant rate has increased. In that 
period, motion for fees were fully granted 32 percent of the time and granted in part 10 
percent of the time. The rate of full denials decreased marginally, from 62 percent to 58 
percent. Viewed as a whole, more motions for fees have been granted in full and fewer 
have been granted in part. The number of denials has decreased, but not by very much. 

Although at first glance, these statistics suggest that the rate of fully-granted motions for 
fees has increased after Highmark and Octane, in reality, that increase is largely isolated to 
the first three months after the Supreme Court issued its decisions. In those three months, 
motions for fees were fully granted 40 percent of the time, partially granted 10 percent of 
the time, and fully denied 50 percent of the time. But in the most recent three months, 
motions for fees have been fully granted only 24 percent of tlie time and partially granted 
13 percent of the time, with full denials at 63 percent In other words, in the most recent 
three months, the rate of full denials of attorneys' fees motions is about the same as it was 


Docket Navigator Litigation Activity, http5;//www.docketnavlgator.coni/sUits (last updated Fob. 5. 2015). 
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EMC' 


before the Supreme Court decided Highmark and Octane. As we can see, Highmark and 
Octane do not represent a panacea. 

The upshot of this research is that fee-shifting is still the exception rather than the rule. For 
example, a judge on the Federal Circuit sitting as a district court judge by designation 
denied fees even tliough he found that the plaintilf s case "was certainly a weak one."’^ 
Critically, much is left to the discretion of district courts — discretion that is exercised very 
differently by different judges. 

The Innovation Act would go further in leveling the playing field by requiring that fees be 
awarded to the prevailing party unless the losing party's position is substantially justified 
or special circumstances make an award unjust We believe chat this provision embodies 
the simplest way to discourage the filing of frivolous and abusive suits by imposing 
financial accountability in the patent system. Simply stated, some patent owners — 
especially non-practicing entitles that are not generally subject to counter suits — have 
nothing to lose and everything to gain by filing suits, whether they have merit or not Fee 
shifting would change that and bring some accountability to the system. 

Congress is uniquely situated to make a real difference in these important areas. While the 
Supreme Court has been active in correcting some of the flaws in the patent system that 
frivolous litigants seek to exploit, the judiciary — even at the highest level — cannot bring 
about the comprehensive and prompt solution that Congress can structure. It takes time 
fora case to reach the Supreme Court and it only accepts for review a handful of IP cases 
each term. Congress on the other hand can enact comprehensive solutions in a single, 
coordinated approach, such as that outlined In the Innovation Act. The proliferation of 
abusive patent litigation is the kind of broad problem, causing billions of dollars in 
misdirected spending, that cries out for a legislative solution. 


Contluaipn 

In conclusion, legislative action to address patent litigation abuses is necetisary to restore 
confidence and balance in our patent system. The courts have made great strides, but the 
decisions are not sufficient to address all of the tactics associated with abusive patent 
litigation, including vague pleadings and discovery misconduct, which force many 
companies into settlement. Since I last appeared before tlie judiciary Committee, EMC. its 
customers, and many similarly situated companies continue to be subject to frivolous 
litigation. The money spent on this frivolous litigation could be better invested in jobs and 
research and development I must tell you, unfortunately, that I am certain that unless 
Congress acts, the problem will continue, unabated. The efforts undertaken by the 
judiciary Committee and this Subcommittee are essential to the health of our patent system 
and the innovation of businesses in the United States, 


« Scragent UC v. Intel Corp., Civ. No. 6-1 l-cv-00421, 2014 WL 6756304 (E.D, Tex Aug. 6, 2014), at *5, 
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Mr. ISSA. Thank you. Mr. Pincus? 

I would advise all of you that we will get through your state- 
ments, and once the vote is called at approximately 2:00, we will 
operate for 10 additional minutes and then anticipate a break for 
roughly two votes. So you will all be getting about a 30-minute 
break in about 30 minutes. 

Mr. Pincus? 

TESTIMONY OF ANDREW J. PINCUS, PARTNER, 

MAYER BROWN LLP, WASHINGTON, DC 

Mr. Pincus. Thank you, Mr. Chairman, Ranking Member Nad- 
ler, and Members of the Subcommittee. It is an honor to appear be- 
fore you to discuss the Supreme Court’s recent patent decisions, 
and, in particular, the impact of those decisions on the very serious 
problem of abusive patent litigation that this Committee in the 
House sought to address in the last Congress through passage of 
the Innovation Act. 

The Supreme Court, of course, does not have free-floating policy 
authority to address concerns about patent litigation. Its responsi- 
bility is to interpret the statutory text when an issue is brought be- 
fore it. So some of the Court’s recent decisions have overturned 
Federal court rulings that promoted abusive litigation, but other of 
the Court’s recent decisions are likely to have the opposite effect 
and actually increase the cost and complexity of patent cases. And 
as to some decisions, we actually do not yet know what the out- 
come will be. 

For example, the Court’s decision last year in the Nautilus case 
rejected a Federal circuit rule that had all but eliminated the pat- 
ent max definiteness requirement, and the Supreme Court instead 
made clear that a claim is invalid if it fails to inform with reason- 
able certainty those skilled in the art about the scope of the inven- 
tion. Reaffirming the definiteness requirement will help weed out 
some unjustified patents. 

But in the Teva Pharmaceutical case, the Court’s decision is like- 
ly to increase patent litigation costs and complexity. As the Com- 
mittee knows, the key initial first step in patent litigation is con- 
struing the patent claim, and in doing that the Court can consider 
the language of the claims, the specifications, the prosecution 
record, as well as extrinsic evidence, including expert testimony. 
Claim construction is a task for the judge, and it takes place fol- 
lowing a so-called Markman hearing at which the parties present 
all of the relevant evidence. 

The Federal circuit had held that it reviewed all aspects of claim 
construction de novo, including the district court’s determinations 
regarding extrinsic evidence, such as expert testimony. In Teva, the 
Supreme Court reversed and said that those factual determinations 
are subject to a clearly erroneous standard of review. Previously, 
introduction of expert testimony in the course of a Markman hear- 
ing while it occurred was rare, but Teva may be viewed by some 
district courts and some parties as an implicit endorsement of reli- 
ance upon expert testimony and other extrinsic evidence. And dis- 
trict courts may want to ground their decisions on those bases in 
order to limit the possibilities of reversal on appeal. So that may 
mean much more discovery and expert testimony at the beginning 
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of the case, which, of course, is going to make these cases even 
more complicated and even more costly than they already are. 

The Alice case, as Mr. Wamsley said, involves the question of 
patentable subject matter. The Court had before it a patent claim 
that was troubling that basically said take this fundamental eco- 
nomic principle, do it on a computer, that is patentable. And the 
Court said, no, something significantly more is required, and the 
lower courts are now trying to flesh out what that “significantly 
more” is. Obviously there is a concern that that test not swallow 
up legitimate patent claims and not swallow up the other tests in 
the Patent Act that limit patentable. And we are going to have to 
see how that all plays out. 

Most troubling, I think, from the perspective of reducing litiga- 
tion abuse were the Court’s decisions in the two attorney’s fees 
cases. Octane and Highmark. They together give district courts 
more discretion, but the Supreme Court reaffirmed that the excep- 
tional test, which is the language used in the current version of 
Section 285, which means that fee shifting is an option in only a 
small minority of cases because the case has to be exceptional, 
which by definition is going to be a very small group of cases. 

So a defendant deciding whether to settle or fight a claim that 
the defendant views as abusive cannot count on the availability of 
fee shifting to offset the plaintiffs ability to inflict significant litiga- 
tion costs through the litigation of the case. So the critical question 
I think is, how does that rational defendant view the ability to re- 
covery attorney’s fees if it decides to fight? And where the test is 
exceptional, that rational defendant has to say my ability to re- 
cover attorney’s fees is going to be quite low. That is why a change 
along the lines of the Innovation Act really is essential. 

So that ruling confirms the reality that the text of the Patent Act 
does not authorize the Supreme Court to address the principle fac- 
tor producing abusive lawsuits, which is the ability of plaintiffs to 
inflict these huge asymmetric litigation costs on defendants while 
paying little themselves. That is what allows the coercion of un- 
justified settlements, and that is what congressional action is need- 
ed to address. 

Thank you. I look forward to answering your questions. 

[The prepared statement of Mr. Pincus follows:] 
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statement of Andrew J. Pincus 
Partner, Mayer Brown LLP 

“Examining Recent Supreme Court Cases in the Patent Arena” 

Hearing Before The Subcommittee on Courts, 
Intellectual Property, and the Internet 
Committee on the Judiciary 
U.S. House of Representatives 

February 12, 2015 


Chairman Issa, Ranking Member Nadler, and members of the Subcommittee. 

My name is Andrew Pincus, and I am a partner in the law firm Mayer Brown LLP. I am 
honored to appear before the Subcommittee today. 

A significant part of my law practice focuses on Supreme Court and appellate litigation, 
including patent litigation. 1 participated in most of the Supreme Court’s recent cases addressing 
patent issues. From 1997 to 2000, I served as the General Counsel of the United States 
Department of Commerce, where I was responsible for a number of intellectual property issues. 

The Supreme Court’s increased focus on patent issues over the past few years has been 
dramatic. In the ten years from the October 2000 Term through the October 2009 Term, the 
Court decided 1 1 patent cases; in the five Terms ending this June the Court will resolve 1 8 patent 
cases. The Court’s increased attention to patent law is particularly noteworthy because the 
principal reason the Court grants review of statutory issues — the need to resolve conflicting 
decisions by different courts of appeals — can never arise in the patent context because of the 
exclusive jurisdiction exercised by the United States Court of Appeals for the Federal Circuit. 

Why is the Supreme Court so concerned about patent law? Most likely because of a 
variety of factors: 


• The increased importance of intellectual property in our knowledge-based 
economy; 

• Changes in the nature of patent litigation — the increased cost of litigation and 
increased stakes; the assertion of claims by non-practicing entities; and clear 
evidence that the litigation system is being abused to coerce unjustified 
settlements; 

• Concerns that judicially-created standards governing patent lawsuits are being 
exploited as a result of the changes in the nature of the litigation; and 
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• Significant evidence that the Federal Circuit’s approach in interpreting the 
Patent Act differs significantly from the statutory construction principles that 
the Supreme Court uses to determine the meaning of laws enacted by 
Congress. 

The Supreme Court, of course, does not have free-floating policy authority to address 
concerns about the patent litigation system — ^its responsibility is to interpret the statutory text 
when an issue is brought before it. Some of the Court’s decisions have overturned Federal 
Circuit rulings that promoted abusive litigation. But other Supreme Court decisions have had the 
opposite effect, increasing the cost and complexity of patent cases. And the effect of some of the 
Court’s decisions remains uncertain. 

Most importantly, the text of the Patent Act does not authorize the Court to address the 
principal factor producing abusive lawsuits; the ability of plaintiffs to inflict huge litigation costs 
on defendants, while the plaintiffs pay relatively little themselves, even when the underlying 
claim is meritless — which enables plaintiffs to coerce unjustified settlements. Congressional 
action is needed to address this critical flaw in the current litigation system. 

I. The Problem Of Abusive Patent Litigation 

Everyone recognizes that a robust patent litigation system is necessary to ensure that 
inventors can capture an appropriate share of the value created by their inventions. But a 
substantial portion of modem patent litigation has little to do with securing appropriate 
compensation for actual infringement of valid patents. Instead, these lawsuits are brought to 
extract a cash settlement — not to win at trial. The plaintiff will assert either a patent that is 
exceptionally weak (and thus likely to be invalidated during the course of litigation) or a tenuous 
theory of patent infringement unlikely to withstand scrutiny. Plaintiffs bring these suits because 
very large asymmetrical litigation costs create heavy incentives for defendants to capitulate and 
settle the lawsuit at a cost that is invariably less than what it would take to defend the action. 
Plaintiffs therefore have a substantial incentive to assert claims regardless of the underlying 
merits, because the merits are not likely to be litigated to conclusion, and the plaintiff is likely to 
obtain a settlement payment that provides a significant profit over and above its cost of litigating 
the case. 

Certainly there can be no doubt that patent litigation is enormously expensive, and the 
costs are growing, A 201 I survey by the American Intellectual Property Law Association found 
that the median cost of a medium-sized patent litigation is approximately $6 million dollars per 
party, double the cost reported in 2009 and four times the cost reported in 2001. Am. Intellectual 
Prop. Law Ass’n, Report of the Economic Survey 2011, at T-155 to I-I56 (2011). These 
extraordinary expenses enable abusive litigation tactics. “[T]he greatest factor contributing to the 
existence of nuisance-value patent suits is the high cost of patent litigation.” Ranganath 
Sudarshan, Nuisance-Value Patent Suits: An Economic Model and Proposal, 25 Santa Clara 
Computer & High Tech. L.J. 159, 172 (2009). 

The asymmetries in patent litigation costs have three basic causes: weak pleading 
standards that permit a plaintiff to file suit with minimal investigation and no developed theory 
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of infringement; essentially one-direction discovery — the defendant will be forced to shoulder 
enormous discovery requests, whereas a plaintiff will generally be obliged to provide little or no 
discovery; and a low likelihood that a victorious defendant will be able to recover its 
litigation costs — because the Patent Act’s fee-shifting provision maybe invoked only if a case is 
“exceptional” and because many plaintiffs would be unable to pay a fee award. 

Asymmetrical discovery obligations. To begin with, the discovery costs in a patent 
dispute are massive and almost entirely one-sided. Abusive patent litigation is often brought by a 
shell corporation with no meaningful activities or assets other than the patents it asserts. And, in 
any event, a plaintiffs records are generally irrelevant to infringement contentions. But, 
particularly in light of broadly-framed infringement complaints, a patent plaintiff will typically 
seek access to a wide range of the defendant’s product-development records, requiring a 
defendant to undertake time-consuming and costly searches through years of data. Unlike other 
types of litigation, moreover, dismissals in patent cases rarely occur prior to the Markniart 
hearing, but pre-hearing discovery is often permitted and the Marhvan hearing itself inflicts 
costs on the defendant. This is exactly the kind of situation where “the threat of discovery 
expense will push cost-conscious defendants to settle even anemic cases before reaching those 
proceedings.” Bell All. Corp. v. Twomh/y, 550 U.S. 544, 559 (2007). 

Weak pleading standards. These enormous discovery costs are compounded by existing 
Federal Circuit standards that permit a patent lawsuit to proceed with minimal allegations. The 
Supreme Court has held that “[t]o survive a motion to dismiss, a complaint must contain 
sufficient factual matter, accepted as true, to ‘state a claim to relief that is plausible on its face.’” 
Ashcroft V. Iqbal, 556 U.S. 662, 678 (2009) ((\uot\ng Bell All. Corp. v. Twombly, 550 U.S. 544, 
570 (2007)). But the Federal Circuit expressly exempts patent suits from this pleading standard, 
holding that the patent plaintiff must allege only that it owns a patent and assert that the 
defendant is infringing that patent. No additional detail is required — such as how a defendant is 
infringing the patent, much less which particular patent claims are being asserted. As a result, 
plaintiffs can file meritless infringement suits in an effort to extract settlement value, and 
defendants have no ready recourse to a motion to dismiss for failure to state a claim — the tool 
that any other defendant would use in these circumstances. 

No realistic possibility of fee-shifting. Lawyers representing patent plaintiffs often 
operate on contingency, requiring little or no up-front cost to the plaintiff, with the lawyer 
agreeing to share in any prospective recovery. Defendants, by contrast, must pay defense lawyers 
for their services on an ongoing basis. While Section 285 of the Patent Act permits a prevailing 
party to recover fees in “exceptional” cases, recent Supreme Court cases — which I discuss more 
fully below — make clear that a case is exceptional only if it is unusually weak. Moreover, 
because district courts now have substantial discretion to decide whether to award fees, district 
courts that signal a reluctance to shift fees will invariably attract greater proportions of future 
patent lawsuits from plaintiffs eager to avoid any risk of fee-shifting. Finally, even when a court 
does shift fees to a plaintiff, the shell-corporation structure of many abusive litigants precludes 
any meaningful recovery for the defendant. So long as the entity that owns the patent tights holds 
no other assets, patent plaintiffs can effectively render themselves judgment proof 
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A recent White House report recognized that these asymmetries enable the filing of 
abusive claims. Patent owners may seek “to settle out of court for amounts that have not so much 
to do with the economic value of their patents or the probability that they have infringed;” rather, 
settlements are “affected more by the parties’ relative opportunity costs of going to trial and 
attitudes towards risk.” Executive Office of the President, Faleril Assertion U.S. Innovation, at 
6 (2013), http://tinyurl.com/lvk6ajl. When parties face asymmetrical costs — such as when 
plaintiffs have lower costs than defendants — they may “have an incentive to drag out litigation, 
to increase pressure on defendants to settle the case.” Id. 

At bottom, the result is clear: a rational defendant will — absent a reliable fee-shifting 
mechanism — agree to settle a suit whenever the settlement offer is less than the cost to defend 
against the suit. Thus, it is basic economics that whenever a plaintiff s out-of-pocket expenses 
(i.e., the cost of acquiring the relevant patents, the filing fee, and cost of the plaintiff s lawyer) 
are less than the likely cost of a defense, an economically rational plaintiff will file suit, and an 
economically rational defendant will settle. See David Rosenberg & Steven Shavell, A Model in 
Which Siiit.'i Are Brought for Their Nuisance Value, 5 Int’l R. off. & Econ. 3 (1985); Sudarshan, 
25 Santa Clara Computer & High Tech. L.J. at 161-169. The current asymmetries thus permit 
plaintiffs to effectuate naked wealth transfers under the guise of patent litigation. 

The impact of patent lawsuits “on smaller startups is particularly acute.” Patent Assertion 
& U.S. Innovation, supra, at 10. One survey indicates that, over an approximately six-year 
period, roughly 66% of unique patent defendants are firms with annual revenue of less than $100 
million. Colleen V. Chien, Startups & Patent I'rolls, Santa Clara Univ. Legal Studies Research 
Paper No. 09-12, at 1-2 (Sept, 28, 2012). Forty percent of companies sued represented that the 
lawsuit caused a “significant operational impact,” such as “delayed hiring or achievement of 
another milestone, change in the product, a pivot in business strategy, a shut-down business line 
or the entire business, and/or lost valuation.” Id. at 2. Commentators have thus noted that “small 
companies — not tech giants — are the predominant targets” in certain abusive lawsuits. Brian J. 
Love & James C. Yoon, Expanding Patent Law 's Customer Suit Exception, 93 B.U. L. Rev. 
1605,1611 (2013). 

A recent survey of venture capitalists confirms this conclusion. Seventy percent of 
venture capitalists have portfolio companies that have received patent demands, and roughly one 
in three startup companies report receiving such demands. The overwhelming majority of 
venture capitalists and startup companies “report that patent demands had a significant impact on 
a company.” Robin Feldman, Patent Demands & Startup Companies: The Viev’ from the Venture 
Capital ('ommunity, at 2. 


II. Recent Supreme Court Decisions 

Some of the Court’s decisions in its last Term and during the Term now underway have 
eliminated legal rules that promoted abusive litigation. Yet other decisions — including an 
important decision this Term — will increase the cost of patent litigation, creating new 
opportunities for patent plaintiffs to extract settlements based on nothing more than the cost of 
defense that they can inflict simply by filing suit. 
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A. Steps by the Supreme Court that restore some balauce to patent litigation. 

In three different areas — standards for determining whether a patent is sufficiently 
definite, induced infringement, and so-called “divided” patent infringement — Supreme Court 
decisions will aid in deterring patent plaintiffs from employing certain abusive tactics. 

Tndefiniteness: Nautilus. 

Section 1 12 of the Patent Act requires patent claims to, among other things, “particularly 
point[] out and distinctly claim[] the subject matter which the applicant regards as [the] 
invention.” A patent claim that fails to provide sufficient definiteness is invalid; for example, the 
claim may not specify a particular result without explaining the steps necessary to achieve that 
result. 


The question in Nautilus, Inc. v. Biosig Instruments, Inc,, 134 S. Ct. 2120 (2014), was 
w'hether the Federal Circuit was correct in holding that a patent claim fails the definiteness 
requirement “only when it is ‘not amenable to construction’ or ‘insolubly ambiguous.’” This 
amorphous test significantly reduced the impact of the definiteness requirement by salvaging 
vague and highly ambiguous claims. 

The Supreme Court rejected the Federal Circuit test, concluding instead that “a patent is 
invalid for indefiniteness if its claims, read in light of the specification delineating the patent, and 
the prosecution history, fail to inform, with reasonable certainty, those skilled in the art about the 
scope of the invention,” Id. at 2124. By providing the lower courts wdth an appropriate, more 
restrictive standard for definiteness under Section 1 12, the Supreme Court’s decision will 
enhance patent quality, an essential antidote to abusive patent litigation. 

Induced Infringement: Glohal-Tech Appliances. 

The Patent Act imposes liability on a person who induces another to infringe. 3.5 U.S.C. § 
271(b). Inducement liability is important in a number of circumstances; it may, for example, 
provide a means to bring a patent infringement suit against manufacturers operating outside the 
United States, who sell products knowing that it w'ill be used to infringe a patent within the 
United States. Inducement claims are also brought against companies that know their products 
will be used by customers in a way that infringes a patent. One common form of abusive patent 
claims is a lawsuit against the manufacturer of a component, asserting that the component 
supplier knew — or should have known — that its products would later be used by a different 
manufacturer in a way that infringes a patent. 

It has long been established that an induced infringement claim requires a plaintiff to 
prove that a defendant acted with some degree of knowledge that its acts were inducing patent 
infringement. The Federal Circuit, however, had w'atered down this requirement, finding it 
sufficient for a plaintiff to demonstrate that a defendant w'as merely deliberately indifferent to the 
possibility of patent infringement. 

In Giobai-Tech Appliance.s, Inc. v. SEB S.A., 131 S. Ct. 2060, 2068 (2011), the Supreme 
Court reversed, holding that induced infringement turns on a showing that the defendant actually 
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knew “that the induced acts constitute patent infringement.” Absent such knowledge — or the 
legal equivalent, that a defendant engaged in affirmative conduct to willfully blind itself to the 
relevant facts — induced infringement is not available. This holding eliminates the ability of 
plaintiffs to assert tenuous inducement theories against multiple stages of a manufacturing chain. 

Commit USA, JJ,C v. Cisco Systems, Ttic., No. 13-896, currently pending at the Supreme 
Court, poses an important issue subsequent to Global-Tech, whether a defendant’s good-faith 
belief that a patent is invalid is a defense to patent infringement. Applying Global-Tech, the 
Federal Circuit held that such a good-faith belief does defeat the knowledge required for an 
induced infringement claim. But the federal government has taken the position that patent 
validity and patent infringement are two separate questions, meaning that a good-faith belief that 
a patent is invalid does not provide a defense to an induced infringement claim. 

Affirming the result reached by the Federal Circuit — that a good-faith belief in invalidity 
does pose a defense to infringement — will aid in foreclosing low-merit, abusive patent suits. 
Indeed, what typically renders such lawsuits meritless is that the patent asserted is of 
exceptionally low quality. When a manufacturer has a reasonable basis to believe that a patent is 
invalid, it lacks the requisite knowledge that it is inducing others to infringe. If the Supreme 
Court were to agree with the government’s contrary submission, it would embolden those who 
assert patents of dubious validity. 

“Divided” Infringement: Limelight Networks. 

Last Term, in IJmelight Networks, Inc. v. Akamai Technologies, Inc., 134 S. Ct. 2111 
(2014), the Court confronted a different question with respect to induced infringement — whether 
a party may be held liable for inducing infringement when no single party completed every step 
of a method patent necessary for direct patent infringement. The en banc Federal Circuit had 
concluded that a defendant could be liable for induced infringement pursuant to Section 271(b) 
so long as the defendant carried out some steps constituting a method patent and encouraged 
others to complete the remaining steps, even if no one person or entity would be liable as a direct 
infringer. This decision provided an incentive for plaintiffs to cobble together tenuous theories of 
patent infringement, asserting that multiple different parties joined together to infringe a single 
method. The Supreme Court rejected the Federal Circuit approach, however, concluding that 
induced infringement turns on a demonstration that direct infringement occurred. 

Attorneys’ Fees: Highmark & Octane. 

As mentioned above. Section 285 of the Patent Act provides that a court may require the 
losing party to pay the prevailing party’s attorneys’ fees only in an “exceptional” case. The 
Federal Circuit had interpreted the statute to mean that, absent unusual circumstances, a case 
could qualify as exceptional only if a defendant could show that a plaintiff brought a lawsuit in 
subjective bad faith andths litigation was objectively baseless. 

In Octane hitness, LLC v. ICON Health & Fitness, Inc., 134 S. Ct. 1749, 1756 (2014), 
the Supreme Court held that this standard was too restrictive, concluding instead that a court 
must determine whether the case is one that “stands out from others with respect to the 
substantive strength of a party’s litigating position ... or the unreasonable manner in which the 
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case was litigated.” At the same time, the Court concluded in Highmark Inc. v. Allcare Health 
MgmL Sys., Inc., 134 S. Ct. 1744, 1746 (2014), that the Federal Circuit must defer to a district 
court’s decision under Section 285, reviewing it only for abuse of discretion. 

Octane and Highmark together give district courts more discretion to award fees. But the 
“exceptional” requirement in Section 285, the Supreme Court confirmed, means that fee shifting 
is an option only in a small minority of cases. A defendant deciding whether to settle or fight, 
therefore, cannot count on the availability of a mechanism to offset the plaintiff s ability to inflict 
significant litigation costs on defendants — which is the key characteristic of patent litigation that 
plaintiffs exploit to coerce settlement. A rational defendant therefore is still likely to view 
settlement as the economically sensible option. 

B. Decisions increasing litigation costs. 

On the other hand, some decisions of the Supreme Court will have the effect of 
increasing the costs of patent litigation and thereby creating greater leverage for plaintiffs to 
unfairly extract nuisance-value settlements. 

Claim Construction; Teva Pharmaceuticals. 

A critical step in virtually every patent dispute is interpreting the meaning of the words 
used in patent claims — such “claim constraction” will often control whether a patent is valid 
(such as whether it is novel and non-obvious), as well as whether the defendant infringes the 
patent claims. To construe a patent claim, a court may consider the language of the patent claims 
themselves, the patent’s specifications, and the prosecution record (all of which is referred to as 
“intrinsic” evidence) as well as certain “extrinsic” evidence, including expert testimony. Because 
claim construction is a task for a judge, it takes place following a so-called “Marknum Hearing” 
at which the relevant evidence is put before thejudge. 

The Federal Circuit had long held that it reviews all aspects of claim construction de 
novo, including those “extrinsic” issues which turn on a resolution of factual disputes. 

In Teva Pharmaceuticals USA, Inc. v. Sandoz, Inc., 135 S. Ct. 831 (2015), the Supreme 
Court reversed, holding that Federal Rule of Civil Procedure 52(a)(6) requires a “clearly 
erroneous” standard of review with respect to such factual determinations by a district court. The 
Supreme Court seems to have been motivated, at least in part, by the Federal Circuit’s high 
reversal rate of claim construction orders. 

leva Pharmaceuticals may, however, have a significant consequence on litigation costs. 
Previously, introduction of expert testimony in the course of a Markman hearing was relatively 
rare. Often, a case could complete the claim construction phase — and perhaps even reach a 
determination of non-infringement — without any need for expert testimony. But Teva 
Pharmaceuticals will likely be read by some district courts as an implicit endorsement of 
reliance upon expert testimony and other “extrinsic” evidence in the course of claim 
construction, as district courts may increasingly ground their claim construction orders in the 
resolution of factual disputes in order to insulate them from de novo review. 
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Following the Supreme Court’s decision, parties are substantially rethinking the role of 
experts in Markman hearings. The likely outcome is that the “war of experts” will begin much 
earlier in patent litigation. The resulting increased costs will often inure to the benefit of patent 
plaintiffs, who will have yet another cost burden to exploit in order to increase the settlement 
pressure on the defendant. 

Standard of Proof for Patent Invalidity: Microsoft Corp. v. UiLtii P’ship. 

The Supreme Court missed another opportunity to reduce the costs associated with patent 
litigation in Microsoft Corp. v. i-ti I Ad. P’.ship, 131 S. Ct. 2238 (201 1). In the course of patent 
litigation, the defendant often challenges the asserted patent’s validity; a litigant may contend, 
for example, that a patent is invalid because it lacks novelty or is obvious. In i4i, the Supreme 
Court agreed to review the standard of proof a party must satisfy in order to demonstrate, in the 
course of litigation, that a patent is invalid. In a divided opinion, the Supreme Court affirmed the 
approach long taken by a Federal Circuit — that a litigant must demonstrate a patent is invalid by 
“clear and convincing evidence.” 

The result of i-li is that there is a heavy thumb on the scale in favor of granted patents — 
even in circumstances, such as those present in i4i, where the prior art most relevant to the 
novelty or obviousness inquiry was never put before the PTO. Given that the scope of 
permissible prior art is enormous — an unpublished doctoral thesis available only in the library of 
Freiburg University was subsequently found to invalidate a granted patent {In re Hall, 78 1 F.2d 
897, 899-900 (Fed, Cir, 1986)) — the PTO often does not examine the most relevant prior art. 
This built-in advantage for the patent plaintiff creates enhanced risk for defendants who wish to 
defend against a patent claim, creating yet more pressure for defendants to settle dubious 
lawsuits. 


C. The impact of some Supreme Court decisions is not yet clear. 

The Supreme Court has also recently been active in defining the scope of subject matter 
that is patent eligible pursuant to Section 101 of the Patent Act, The Court has long held that 
certain subject matter — abstract ideas, laws of nature, and physical phenomena — are exempt 
from patent protection, because they constitute the basic building blocks of innovation. 

Last year, in Alice Corp. Pty. v. CIS Bank Inr’l, 134 S. Ct. 2347 (2014), the Supreme 
Court held ineligible claims directed to computer software for electronic, intermediated financial 
settlements. The Court concluded that the claims merely implemented, via computer, a long 
prevalent, fundamental economic practice. Tn other words, taking a basic business concept and 
saying “implement it on a computer” without any specificity regarding how to do so did not 
provide a sufficient limitation on the abstract idea to render it patent eligible. 

In the aftermath of Alice Corp., courts around the country are continuing to assess the 
scope of patentable subject matter as it relates to computer software. While it is likely too early 
to assess the full implications of Alice Corp., a few lessons have emerged. 

First, there is no serious doubt that software, as a general matter, is eligible for patent 
protection. Software innovation has provided a key engine of economic growth over the past 
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decade, the Supreme Court and Federal Circuit have upheld software patents, and no court has 
even suggested that software is outside the scope of the Patent Act. instead, the critical question 
is how precisely to calibrate protections for software innovation. 

Second, the lower courts are finding application of the Supreme Court’s eligibility test 
very challenging in practice. The Court stated that although an abstract idea or law of nature 
itself cannot be patented, the practical application of such an idea or law will generally be 
patentable. Unfortunately, the Court did not provide clear guidance on how to distinguish 
between an idea and its application, stating only that the invention must add enough to the 
abstract idea to ensure that it amounts to “significantly more” than the idea itself Currently, 
there is little consensus in the lower courts regarding what is necessary to satisfy this 
“significantly more” standard, but several potential approaches have emerged. Perhaps the most 
promising focuses on evaluating the extent that a software innovation enhances the functioning 
of a computer system. When a software innovation creates a solution to a particular technical 
problem — rather than just implementing an offline idea digitally — it is likely to satisfy the 
Section 101 requirement. 

Third, although Section 101 plays a partial function in screening out weak and abusive 
patent suits, other requirements in the Patent Act — that a patent must be novel (Section 102), 
non-obvious (Section 103), and sufficiently definite (Section 1 12) — often will provide more 
appropriate and substantial protections for defendants against meritless patent suits. So, too, does 
an early and effective means for a defendant to demonstrate that it does not infringe the patent 
claims. 


The Federal Circuit now has before it cases that will require the court to flesh out the 
standard adopted by the Supreme Court in Alice. 

TIT. The Need For Congressional Reform 

•Although the Supreme Court has taken some steps to correct the imbalanced incentives in 
patent litigation, the courts are powerless to alter certain structural obstacles to restoring parity 
between patent plaintiffs and patent defendants. Action by Congress is necessary to address the 
asymmetries that drive abusive litigation. These reforms should include: 

• Addressing large and asymmetric discovery costs: One of the most substantial 
asymmetries imposed by patent plaintiffs is forcing massive amounts of costly 
discovery early in a litigation. Currently, discovery often proceeds parallel to, or even 
in advance of, the district court’s claim construction and its determination of 
dispositive motions — such as whether asserted patent claims are valid. But the court’s 
resolution of claim construction and validity contentions often may conclude the 
lawsuit, obviating the need for discovery. Alternatively, the claim construction 
decision can significantly narrow the scope of the dispute, reducing the volume of 
discovery needed. Requiring discovery to proceed in stages, and permitting only 
limited discovery relating to the particular issue before the district, will reduce this 
cost burden. Another approach to consider is requiring the party seeking discovery to 
bear the costs of obtaining the information when its discovery requests range beyond 
the core issues in the case. 
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• Tightening pleading standards: Applying to patent cases the pleading standards that 
govern other categories of litigation will require plaintiffs to explain their theories of 
infringement. Not only does such a requirement force plaintiffs to undertake an 
appropriate pre-suit investigation, but specifying a clear theory of liability will reduce 
a defendant’s cost of defending a suit by constraining the scope of discovery and 
making it easier for defendants to identify and rebut abusive claims. 

• Ensuring that judges have the power to utilize fee-shifting in appropriate cases: 

Revising Section 285 to give Judges the authority to impose fee-shifting on plaintiffs 
who institute abusive cases will give patent plaintiffs a strong monetary incentive to 
self-police the quality of the litigation that they initiate. 

Thank you for the opportunity to appear before the Subcommittee. 1 look forward to 
answering your questions. 
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Mr. ISSA. Thank you. 

Mr. Taylor? I think we cannot quite hear you yet. 

TESTIMONY OF ROBERT P. TAYLOR, COUNSEL, NATIONAL 
VENTURE CAPITAL ASSOCIATION, WASHINGTON, DC 

Mr. Taylor. I am Robert Taylor appearing for the National Ven- 
ture Capital Association. NVCA represents approximately 400 ven- 
ture capital firms that collectively account for the vast bulk of all 
venture capital invested in this country. 

Let me stress three basic points. First, strong protection of intel- 
lectual property allows entrepreneurs and investors to assume the 
risks necessary to commercialize breakthrough technologies. De- 
spite the fact that a few companies may not rely on patent protec- 
tion, for the great majority of startups, patents are essential to 
their existence and survival. 

Second, although people are justifiably offended by abuses of the 
legal system, it is important to ensure that efforts to correct that 
problem do not cause more damage to innovation than does the 
problem itself NVCA strongly urges Congress to direct its efforts 
at improper behavior, not at the patent system. Innovation requires 
a healthy patent system, including the ability of innovators to en- 
force their patents without undue risk and expense. 

Third, recent activity at the Supreme Court, the Federal Trade 
Commission, the Judicial Conference, and the Patent Office pursu- 
ant to the AIA has changed the patent landscape in important 
ways that already address most of the problems to which H.R. 9 
is directed. As a result of these changes, new patent case filings 
dropped 18 percent between 2013 and 2014, and the full effect of 
those developments has yet to be felt. 

Let me expand a little. For decades innovative new companies 
have been the most important source of job growth in this country. 
Creating a new company requires entrepreneurs willing to forego 
job security to pursue a vision for a better future. It requires inves- 
tors willing to share that vision and to dedicate time and money 
to make it a reality. The process is fraught with considerable risk. 

Several years ago I represented a small company that pioneered 
a revolutionary advance in minimally invasive surgery, surely the 
type of innovation we should encourage. As soon as that company 
showed its products to surgeons, however, large companies that 
sold surgical equipment began to copy the design, modify their own 
tools, and bundle their sales in ways that foreclosed my client from 
the market. The company spent nearly 5 years in scorched earth 
patent litigation with corporate giants to enforce its patents and 
stay in business, but ultimately it prevailed. 

For the vast majority of innovative startups like that client, pat- 
ents are the only way to ensure a return on investments sufficient 
to justify the risks involved. This group includes companies devel- 
oping digital technologies that employ innovative hardware and 
software, energy companies, communication technologies, new poly- 
mers and metallurgical products, information technologies, medical 
devices, biologies, and pharmaceuticals. 

My second point. H.R. 9 will make patent litigation more cum- 
bersome, more expensive, and more risky for litigants on both 
sides. Importantly, this will impact smaller companies much more 
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than their larger and better-funded competitors, irrespective of 
which side each is on. And for innovators, the ability to enforce pat- 
ents at reasonable cost and risk is an essential part of the patent 
right. Patents that companies cannot afford to enforce become 
nothing but wall decorations, and when incumbents perceive that 
a new entrant is unable to or unwilling to enforce its patents, the 
temptation to copy becomes irresistible. For venture capital firms 
themselves, the transparency and joinder provisions of H.R. 9 
present serious problems. 

My third point. My written testimony describes a number of ac- 
tions by courts and Federal agencies that are creating a sea change 
in patent law that is already responding to much of what H.R. 9 
targets. A series of Supreme Court decisions alone has made it 
much easier for companies to defend against meritless patent 
cases, including the ones that others have already referred to. 
Other changes are equally significant. The abolition of Form 18 is 
going to bring patent pleading in line with other Federal litigation. 
The FTC has taken on the challenge of abusive demand letters, 
and the AIA is having a major impact. 

My closing point. The entrepreneurial drive to pursue new vi- 
sions has been a bedrock feature of American culture for decades 
and has largely been responsible for our remarkable success as a 
Nation. The patent system is essential to protect the innovative 
spirit that pervades our national character. It would be tragic if 
this Congress, in the misguided belief that H.R. 9 will promote in- 
novation, made it more risky and expensive for our most promising 
companies to protect themselves and their technology. 

Thank you. 

[The prepared statement of Mr. Taylor follows:] 
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Statement of Robert P. Taylor 

House Subcommittee on the Courts, Intellectual Property, and the Internet 

February 12, 2015 

My name is Robert Taylor. I am the founder and owner of RPT Legal Strategies 
PC, an intellectual property consulting firm in San Francisco and Silicon Valley. For 
more than 30 years, I have been heavily involved in patent litigation, serving as lead 
trial and appellate counsel for both patent owners and companies accused of 
infringement. My clients have included companies of all sizes from Fortune too 
companies to start-ups, and my cases have dealt with a wide spectrum of technologies 
and industries. For the past 10 years, I also have counseled venture capital firms and 
many of the start-up companies in which they invest with respect to patent and 
litigation issues. 

I am appearing here on behalf of the National Venture Capital Association 
(“NVCA”), which represents approximately 400 venture capital firms accounting for a 
large percentage of all venture capital invested in this country each year. NVCA wishes 
to express its thanks for an opportunity to be heard with respect to the pending patent 
legislation. One of NVCA’s most important roles is to assist Congress in understanding 
how new legislation is likely to affect the venture capital industry, emerging growth 
companies, and the process of innovation in America. 

Throughout the American economy, innovators large and small ranging from 
universities and non-profit foundations, to start-ups and small businesses, to 
manufacturing, technology, and life science companies, are critically dependent on 
patents to protect and recoup their investments of time, money, and other resources in 
research and development. These organizations understand that domestic job growth 
and our competitive advantage in the global economy depend on a strong patent system 
that creates incentives for invention and protects inventors from unfair copying and 
imitation by others. 

Let me say frankly at the outset, we are concerned that H.R. 9, if enacted as 
written, will have a chilling effect on investment in patent intensive companies, which in 
turn will have a depressing effect on innovation in general. At the very least, the 
legislation will make it far more difficult, risky and expensive for emerging companies to 
enforce their patents, which is an essential part of the patent right. Equally important. 
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H.R. 9 also will raise the cost and risk confronting smaller companies trying to defend 
against patent litigation brought by their larger, incumbent competitors. 

Many argue, correctly we believe, that much of the perceived need for legislation 
to address abusive litigation practices already is being dealt with effectively by the 
Supreme Court, U.S. Patent & Trademark Office (“PTO”) and Federal Trade 
Commission (FTC), all of which are discussed in greater detail below. Nevertheless, if 
Congress still sees a need to address the problem of abusive behavior by certain patent 
litigants, NVCA strongly believes that any new legislation should focus on specific 
behavior, not on the procedural aspects of enforcing patents. 

Innovation does not take place in a vacuum. It requires entrepreneurs willing to 
devote time and resources to pursue visions and new ideas. It requires investors willing 
to invest time and money in developing those innovative new ideas. Venture capitalists 
work closely vrith entrepreneurs and innovators to transform breakthrough ideas into 
emerging growth companies that drive U.S. job creation and economic growth. Almost 
all venture capital investing involves risk, and usually the more innovative and 
disruptive a breakthrough idea, the greater the risk facing those who would 
commercialize it. For thousands of companies across the United States, patents are the 
only way to ensure a return on investment sufficient to justify the risks involved in 
making such investments. 

NVCA recognizes that some companies have business models in which 
intellectual property, such as patents, does not play a particularly significant role. For 
many older and well-established companies, for example, their size alone may provide 
better protection for their markets and investments than do their patents. For 
thousands of other companies, however, patents are the only way to insure a return on 
investment sufficient to justify the risks involved. This group includes companies 
developing digital technologies that employ innovative hardware and/or software, 
energy technologies, communication technologies, new polymers and metallurgical 
materials, information technologies, medical devices, biologies and pharmaceuticals. 

For these companies, a highly structured and rigid approach to patent enforcement is 
likely to have unintended and unforeseeable consequences. 

Enforceability is the essence of the patent right. A patent that cannot or will not 
be enforced is useless. A patent that others believe will not be enforced has no deterrent 
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effect on imitation of innovative products by incumbents. In this light, making it more 
difficult and costly to enforce patents in order to combat abusive litigation will have the 
unintended consequence of diminishing— if not extinguishing— the only true incentive 
that thousands of innovators presently have to invest the necessary time, money and 
other resources needed to create a new company from scratch. Put differently, the 
patent-backed right to own and profit from innovative ideas has been a major driving 
force for the American economy for 200 years, and that right requires that valid patents 
be fully enforceable in court at reasonable expense and without undue risk to the patent 
owner or its investors. 

The Resurgence of Patent Cases at the Supreme Court. 

In recent years, the Supreme Court has rekindled its interest in patent law. After 
a period of relative neglect following the 1982 creation of the Court of Appeals for the 
Federal Circuit, the Supreme Court in the last few years has begun tackling some of the 
most important issues defining the patent system. We are only halfway through the 
present decade and the Court already has decided more patent cases since 2010 than in 
the entire 1980s and 1990s combined.’ The Court heard six patent cases last year and 
will hear more this year. The Court has plainly recognized the important role that 
patents play in our technological driven economy. 

As a result of Supreme Court’s decisions and the America Invents Act that 
became law in 2011, the patent landscape looks far different today than it did five years 
ago or even last year. New patent case filings in 2014 dropped 18 percent from 2013, as 
the full impact of judicial decisions and administrative developments began to be felt. 

Fee Shifting. 

Perhaps the most significant rulings of the past year were the two Supreme Court 
decisions in Octane Fitness v. iCON Health & Fitness^ and Highmark v. Allcare Health 


’ Dennis Crouch, Supreme Court Patent Cases per Decade, 
htt.p://patentivo.com/Datent/ 20 i 4 / 07 /suDreme-Dateut-decade.html. 

” 134 S.Ct. 1749 (2014). 
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Management System^, wherein the Court construed Section 285 of the Patent Act and 
allowed prevailing parties in patent litigation to recover their costs and their lawyer and 
expert witness fees from the losing party. In the two rulings, the Supreme Court was 
critical of the restrictive approach to fee shifting taken by the Federal Circuit, 
particularly in cases where the district judge had made a determination that the 
prevailing party seeking fees had met the existing statutory standard for what 
constitutes an “exceptional case.” 

The Supreme Court held that whether to shift fees under Section 285 is a matter 
that resides in the sound discretion of the district judge and is reviewable by the Federal 
Circuit only for abuse of discretion, not the de novo review the Federal Circuit had been 
using. Further, the Court held - contrary to the Federal Circuit rule - that a prevailing 
party need not establish its entitlement to fees by “clear and convincing” evidence, but 
only by a “preponderance of the etddence,” a significantly reduced burden to meet in 
this context. 

Finally, and perhaps most importantly, the Supreme Court overturned the 
Federal Circuit rule that a case is exceptional only if the position of the nonprevailing 
party is both objectively and subjectively baseless, holding instead that a “totality of 
circumstances” test should be used to determine exceptionality. The Court held that the 
baselessness tests were too rigid and that district judges should have the discretion to 
award fees in a case that simply “stands out” from other case in terms of its substantive 
strength. 

These rulings have already had a significant impact on the use of fee shifting to 
force the parties in patent litigation to take positions that have some probability of 
success. It is likely to have particular impact in cases where nonpracticing entities 
attempt to assert weak or frivolous patents. 

Patent-Eligible Subject Matter. 

One of the major complaints about patent litigation affecting the business 
community has centered on the large number of so-called “business method” patents in 


3 134 S.Ct. 1744 (2014). 
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which the claimed “invention” was no more than the use of a computer to carry out a 
long established commercial practice. In Alice Corporation v. CLS Bank‘d, the Court 
held that a computer implementation of a well-established commercial practice is not 
patentable. The case involved a patent claiming a computerized method for settling 
financial transactions using a stakeholder. The decision casts considerable doubt on the 
validity of dozens of business method patents that were issued by the PTO during the 
last 15 years. 

In the aftermath of Alice Corp., there has also been a significant increase in the 
number of patents that have been invalidated in the lower court for lack of patent- 
eligible subject matter. In the four months following the Alice Corp. decision, 18 federal 
court rulings have relied on that decision to decide patentability cases, and in 14 of such 
cases (i.e., 78 percent), the court invalidated the patent claim in question. s Moreover, 
the lower courts appear to be reading Alice Corp. to hold that subject matter eligibility 
can decided at an early stage of litigation, without the need for costly discovery or claim 
construction.'’ 

We are already seeing evidence of this. In 2014, more than a dozen motions to 
dismiss and motions for judgment on the pleadings were granted finding that the 
patents-in-suit were not directed to patent-eligible subject matter. Such motions are 
being granted in districts across the country, including such traditionally plaintiff- 
friendly venues as the Eastern District of Texas. Tlierefore, a motion for an early 
determination that a patent is not directed to patentable subject matter will likely prove 
to be a powerful new tool to dispose quickly and cheaply of meritless, abusive lawsuits. 

Nor is Alice Corp. the only effort by the Supreme Court to narrow the range of 
subject matter that may be patented. Three other cases since 2004 have also dealt with 
patent eligibility, each of them narrowing the scope of what is patentable: Bilski v. 


4 134 S.Ct. 2347 (2014). 

5 B. McCall, Lessons from 4 Months of Post-Alice Decisions, LAW360, Oct. 31, 2014, 
available at http://www.lawt6o.com/articles/4;qo46=:;/lessons-froni"4"inonihs-of-post- 
alice-decisions. 

See I/P Engine, Inc. n. AOLfnc., 576 Fed. App’x 982, 996 (Fed. Cir. 2014) (Mayer, J. 
concurring). 
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Kappos~, Mayo Collaborative Services v. Prometheus Laboratories, Inc.^, and 
Association for Molecular Pathology v. Myriad Genetics, IncA Bilski was another 
business method patent involving the use of computers to hedge risk; the Court held 
that the method was not patentable subject matter. In Myriad, the Court held that 
naturally occurring DNA sequences are not patentable. In Mayo, the Court held that a 
diagnostic process that merely measured the human body’s response to a drug was 
ineligible for patent protection. 

Collectively, these cases are refocusing the entire federal judiciary on the basic 
objective of the patent system to protect specific categories of subject matter and 
nothing else. They are having a clear impact on the types of patent cases that are likely 
to be brought in the future. 

Indefiniteness. 

Another significant complaint that defendants have raised about patents in 
recent years has been that the claims are vague and therefore the “invention” was too 
difficult to identify. In Nautilus, Inc. v. Biosig Instruments, /nc.'°, the Supreme Court 
addressed the proper test for determining whether claim language is “indefinite” to the 
point that it fails to satisfy 35 U.S.C. § 112, H 2. That statutory protdsion requires a 
patent owner to set forth claims that “particularly point out and distinctly claim” the 
invention, thus requiring patent applicants to differentiate their own inventions from 
the prior art and from the public domain so that members of the public are properly 
apprised as to what areas of endeavor are foreclosed by the patent. 

Prior to the ruling in Nautilus, the Federal Circuit provided that a claim is 
indefinite only if it is “not amenable to construction” or “insolubly ambiguous.’’^ The 
Supreme Court, in a unanimous opinion, held that such test does not adequately inform 
the public as to the boundaries of a patent claim. Noting that a patent draftsman may 

7 561 U.S. 593 (2010). 

» 132 S.Ct. 1289 (2012). 
f 133 S. Ct. 2107 (2013). 

134 S. Ct. 2120 (2014). 

“ Datamize, LLC v. Plumtree Software, Inc., 417 F.sd 1342, 1347 (Fed. Cir. 2005). 
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have a compelling incentive to write claims that are ambiguous and that the draftsman 
also is in the best position to avoid such ambiguities, the Court held that patent claims 
will be held invalid for indefiniteness if persons skilled in the art, after reading the 
patent specification and the claims, is unable to know with reasonable certainty what 
the invention is. 

Nautilus will have a significant impact on the ability of patent owners to assert 
casually that a product or service is covered by a patent merely because a claim can be 
read in that fashion without regard to what it actually was intended to cover. Equally 
important is that Nautilus, when combined with the fee-shifting rules laid out in Octane 
and Highmark, will make it far more risky for patent owners to take absurd positions in 
litigation merely to promote unfair settlements. 

Pleading Standards. 

Notice pleading has been the normal practice in this country for decades. A 
complaint was required to put the defendant on notice of the general nature of the 
claims asserted and little else. An answer to a complaint needed only to apprise the 
plaintiff of the general nature of defenses likely to be asserted. Independently of patent 
litigation, that practice is being replaced with a more demanding form of complaint and 
answer. In Bell Atlantic Carp. v. Twombly'^ and Ashcroft v. Iqbal, the Supreme Court 
imposed a higher pleading standard in most civil cases. A complaint “must contain 
sufficient factual matter ... to ‘state a claim to relief that is plausible on its face.”’’** 

The Federal Circuit has held that Twombly and Iqbal do not apply to cases 
alleging only direct patent infringement.^s reasoning that Form i8 appended to the 
Federal Rules of Civil Procedure is controlling. Form i8 requires little more than that 
the plaintiff identify the patents-in-suit and a broad category of products that are alleged 


“ 550 U.S. 544 (2007). 

'3 556 U.S. 662 (2009). 

'4 Iqbal, 556 U.S. at 678 (quoting Twombly, 550 U.S. at 556). 

15 R&L Carriers v. Driver Tech LLC, 681 F.sd 1323 (Fed. Cir. 2012). 
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to infringe.!* l-he Federal Circuit has, however, expressed its disapproval of Form i8 
and has urged its removal from the Federal Rules. In response, the Judicial Conference 
has proposed amendments to the Federal Rules that would do so. The amendments are 
currently pending before the Supreme Court. The amended rules, assuming they are 
approved, will take effect in December, at which point Twombly and Iqbal will apply to 
all patent cases. 

Inter Partes Review (IPR) Under the America Invents Act. 

Another of the complaints about patent litigation is the high cost of getting to a 
final resolution, which is particularly significant where the patent is ultimately held to 
be invalid in light of prior art that was not before the PTO. An alternative procedure for 
determining patent validity in such cases was created by the Leahy-Smith America 
Invents Act (AIA), which became law in late 2011. The inter partes review procedure 
allows a challenger to contest the validity of a patent within the PTO, which is a much 
faster and cheaper way to test its validity than doing so in court. Although the AIA took 
a couple of years for full implementation, its impact is now clear and significant. Since 
its implementation in 2013, more than 2400 IPR petitions have been filed. The PTO has 
initiated a review in approximately 80 percent of the cases where one was requested. 
Among the cases that reached a merits decision, the PTO has rejected some or all of the 
challenged claims approximately 75 percent of the time. 

IPR reviews have greatly reduced the burdens on courts. When a defendant files 
an IPR petition against a patent that has been asserted in litigation and the PTO agrees 
to initiate a review, the district court will often stay the case, depending on the stage of 
the litigation. Regardless of outcome, the inter partes review will usually simplify the 
issues for trial. If the patent claims are rejected on review, then the IPR may dispose of 
the litigation entirely. Moreover, where the claims survive the review, the petitioner is 
estopped from further challenging the invalidity of the patent at trial on any ground that 
was raised or reasonably could have been raised as part of the IPR.^? 


'* Fed. R. Civ. P. Form 18. 

^7 See 35 U.S.C. § 315(e)(2). 
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Inter partes review has proven to be especially effective against nonpracticing 
entities, because such proceedings are faster and far cheaper than litigation to get 
resolution of the same essential issues a court would otherwise decide. Inter partes 
review is therefore an effective means for an accused infringer to defend itself against an 
abusive lawsuit. 

Federal Trade Commission and Demand Letters 

Another complaint that surfaces about the current state of patent litigation is that 
some patent owners have sent abusive or deceptive letters to companies that they 
believe are infringing their patent rights. The FTC and some state attorneys general 
have weighed into this practice, using the power of their offices protect small businesses 
and consumers from what they consider to be improper practices. 

Abusive demand letters is one area where additional legislation may be useful. 
The Targeting Rogue and Abusive Letters (TROL) Act, which passed the House Energy 
and Commerce Subcommittee on Commerce, Manufacturing, and Trade in July, would 
strengthen FTC and state authority to combat abusive demand letters. 

Conclusion. 

Innovation has been a fundamental driving force for the American economy for 
decades, but at no time has this been truer than in the past 25 or 30 years - a period in 
which our economy has literally exploded vrith innovative machines, tools, chemicals, 
drugs, medical devices and procedures, forms of communication and much, much more. 
It is no coincidence that this most dynamic period in the growth of American economic 
strength has occurred at a time when respect for patents and patent enforcement was at 
its highest point in nearly a century. Patents are critical to innovation in many 
industries and a company’s ability to enforce its patents at reasonable expense and risk 
is an essential element of such rights. 

If this Congress chooses to move forward with legislation, NVCA hopes it will 
bear in mind the strong correlation between patents and investment so that innovative 
start-ups and emerging companies in all sectors of our economy will continue to thrive. 
In assessing the need for legislation, we encourage Congress to consider carefully the 
impact of recent developments in the federal courts, at the PTO and at the Federal Trade 
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Commission, all of which collectively have reduced significantly the number of new 
patent cases and promise to reduce them even further as the full impact of those 
developments begins to be felt. NVCA looks forward to working with this Committee 
and other members of the Congress on any such legislation. 
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Mr. ISSA. Thank you. I will now recognize myself for a 5-minute 
round of questioning. Mr. Taylor, what was the name of the com- 
pany that spent 5 years trying to defend its right, ultimately pre- 
vailed? 

Mr. Taylor. I was not involved for the full 5 years. The company 
was Applied Medical Systems. 

Mr. IssA. They have my sympathies because, in fact, the clod 
slow difficult system to enforce your patents is exactly what this 
bill is intending to fix. 

Mr. Gupta, in the case of a major part of this legislation, the 
heightened pleading was followed by the early Markman in order 
to discover what the patent is and provide both sides a good faith 
understanding of what the patent really means and how it might 
apply to the product in question. Does that, in your opinion, and 
I will go to each of you, get you to many resolutions, some 
unclogging of the system, and ultimately an opportunity for people 
who in good faith want to end up with an ultimate outcome, to get 
there at lower cost? 

Mr. Gupta. Thank you, Mr. Chairman. Yes, I agree 

Mr. IssA. I love it when someone says “yes” first. Please. 

Mr. Gupta. The Innovation Act, in my mind, has balanced provi- 
sions that are designed to make the litigation process much more 
efficient than it is today. We are in court today in a Markman 
hearing. The plaintiff asserted eight patents against us, accusing 
two major product lines. The complaint did not identify any of the 
hundreds of claims involved in the patents, did not identify any 
model numbers. 3 months later, they added three additional pat- 
ents to bring it up 11 patents, another product, no model numbers. 
8 months into the litigation, they gave us some claim charts and 
some claims. 12 months into the litigation, they attempted to add 
even more claims that were not announced previously and new 
products, and the Markman was about a month after. They at- 
tempted to add new claims again. 

So it is an extremely cumbersome process for defendants when 
plaintiffs do not identify exactly what product, what claims, and 
how the infringement is being argued. And, more importantly, the 
imbalances in discovery are so severe that defendants often are left 
with two choices: one, either get extorted or settle, or take it all the 
way to the end, spend millions, and still not really win because 
they are out of pocket several hundred million dollars. 

Mr. IssA. And I appreciate that, and I want to go to Mr. 
Wamsley, too. But in a nutshell, having practiced as a patent hold- 
er and a defendant as a manufacturer, the one thing I know that 
I hope I get a yes from all of you on is, in a perfect world the plead- 
ings tell what the infringement is if it is available to be defined. 
And if it is not available to be defined, at least sufficient for why 
you believe in good faith that there is a patent infringement, and 
an early Markman with discovery related to that. 

Is that not the goal of everyone who has a valid patent that they 
truly believe has been infringed, or a defendant who truly believes 
they do not fall within the proper meaning of the patent? Is there 
anyone that disagrees with that? 

Mr. Taylor. May I just address that, Mr. Chairman? 
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Mr. IssA. As long as you are brief because I did describe your 
opening statement in my opening statement. 

Mr. Taylor. Okay. Yes, I think in an ideal world you would like 
the pleadings to disclose as much as possible. It is often the case, 
however, and this is not just true of patent litigation, it is true of 
virtually all litigation. The plaintiff at the outset of a trial or out- 
side of a case does not know all the facts it needs to put together 
a full trial brief. 

Mr. IssA. Okay. Well, let me follow up on that because I think 
that is extremely important having been the plaintiff. If you do not 
know there is patent infringement, then where do you get the right 
to go on a fishing expedition to see if you can find one? 

Mr. Taylor. No lawyer today in light of 

Mr. IssA. That was a question that requires an answer related 
to if, and I will go to Mr. Pincus because I have not gone to him 
yet. If you do not know there is patent infringement, what in any 
part of the law allows you to begin having Mr. Gupta’s company 
spend money because you want to go on a fishing expedition be- 
cause your patent on a swimming pool might apply to an array of 
disk drives? 

Mr. Taylor. I do not think — oh, I am sorry. 

Mr. Pincus. I think that is exactly right, Mr. Chairman. I think 
you certainly should know which claims of your patents are in- 
fringed and what the infringing articles are, and I think that is the 
critical issue. 

Mr. IsSA. And should you not know your accuser’s true identity, 
particularly if you are being sued by a shell corporation? That is 
my closing question because I know Mr. Taylor objected to that. 

Mr. Pincus. I think you should know that as well, and I think 
that is why regardless of Iqbal and Twombly, the Innovation Act’s 
specific requirements are so appropriate because if I were a patent 
plaintiff, I would not want to wait for 5 years for Iqbal and 
Twombly’s application to patent infringement cases to be 

Mr. IsSA. Thank you. Mr. Wamsley, very quickly because my 
time has expired, if you have something to add. 

Mr. Wamsley. Well, Mr. Chairman, I agree with your description 
of how it should work in a perfect world, and we support height- 
ened pleading standards in principle. When we looked at this in 
the last Congress, we did it through a recommendation to amend 
Form 18 to specifically require identification of one or more claims, 
and explain how the latest infringing instrumentality infringed 
those claims. Now the Judicial Conference has gone to the 
Twombly/Iqbal standard, that may produce the same result, but we 
do not know yet. 

Mr. IsSA. I look forward to finding out. Mr. Nadler is recognized 
for his questions. 

Mr. Nadler. Thank you. I would like to ask Mr. Taylor to com- 
ment on the question that you did not get a chance to answer from 
the Chairman. I never liked the Iqbal or Twombly decisions, and 
I, in fact, introduced legislation to overturn them, which unfortu- 
nately has never passed because if you have a good reason to be- 
lieve it is a general tort, the defendant is more likely to have the 
specific knowledge of the evidence. 
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But, Mr. Taylor, in patent, is that applicable? Should you not 
know if your patent is being infringed or how it is being infringed? 
Should you not be able to describe the provision of patent that is 
being infringed? 

Mr. Taylor. Congressman, at least in the courts I have been 
practicing in for most of the last 35 years, lawyers before they will 
file a complaint are subject to Rule 11, which requires that you 
have a reasonable basis for believing that the factual allegations in 
the complaint are true. And I do not know any responsible lawyer 
that will file a case simply hoping that they can prove infringe- 
ment. We go to great lengths sometimes 

Mr. Nadler. So then Iqbal is okay. 

Mr. Taylor. I did not hear you. 

Mr. Nadler. So then Iqbal is correct. 

Mr. Taylor. Iqbal, it does not authorize people to make factual 
assertions in complaints for which the lawyers don’t have some fac- 
tual or some reasonable basis for believing them to be true. That 
is Rule 11 of the Federal Rules, and it is a seriously applied rule. 

Mr. Nadler. But in a patent, is it not generally the case that if 
you are filing a patent infringement claim, you should have prob- 
ably more specific knowledge in some tort case or whatever about 
what in your patent is being infringed allegedly? 

Mr. Taylor. That is generally the case, and most responsible 
plaintiffs will take an accused’s product and they will have it re- 
versed engineered or they will analyze it. They will make every ef- 
fort to determine whether the elements of a claim in the patent are 
all present, and in the process it is a little more difficult sometimes 
to find out. 

Mr. Nadler. Thank you. Mr. Wamsley, in light of Octane Fitness 
and Highmark, do you believe we still need legislation on these 
subjects? And if so, why? 

Mr. Wamsley. Yes, Mr. Nadler, we believe that legislation is still 
needed 

Mr. Nadler. Because? 

Mr. Wamsley [continuing]. While Octane and Highmark are a 
step forward, the tests set forth by the Supreme Court in Octane 
that attorney’s fees could be awarded in cases that stand out, it is 
broadly worded language. 

Mr. Nadler. Too vague? 

Mr. Wamsley. And we believe there is a spectrum of interpreta- 
tions of that by the district court, and it is better to nail a brighter 
line in legislation. 

Mr. Nadler. Thank you. Mr. Taylor, could you comment on the 
same question? 

Mr. Taylor. I think that what we ought to do is wait for a while 
to see how the lower courts are going to apply the Highmark and 
Octane cases. I am not sure I agree that it is better to have a pre- 
sumptive shifting of fees and for the following reason. At least from 
the perspective of the venture capital world, a small company that 
has been sued by a larger competitor is looking at two kinds of li- 
ability, liability for the infringement, and if you tack on attorney’s 
fees as a presumption, that simply increases the ante. It raises the 
bogey, and that works distinctly to the advantage of larger compa- 
nies to the detriment of smaller companies. 
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Mr. Nadler. And, Mr. Taylor, you say that the lower courts ap- 
pear to he reading Alice to hold that subject matter eligibility can 
be decided in early stage of litigation without the need for costly 
discovery or claim correction. Mr. Taylor said that. 

Mr. Taylor. Yes, sir. 

Mr. Nadler. And that would seem to imply that we do not need 
legislation on that point. 

Mr. Taylor. I certainly would suggest that we wait to see what 
the implications of Alice 

Mr. Nadler. And who would disagree with that on that point 
and why, of the other witnesses? Mr. Wamsley? 

Mr. Wamsley. Well, Mr. Nadler, I would say that we may need 
legislation on Alice. 

Mr. Nadler. We do not know yet. 

Mr. Wamsley. But on clarifying Alice, the U.S. Patent and 
Trademark Office is now going through a public procedure to clar- 
ify- 

Mr. Nadler. Thank you. Last question because my time is run- 
ning out. Mr. Taylor, you said in your testimony that legislation 
should focus on specific behavior, not on the procedural aspects of 
enforcing patents. How would you accomplish this? What would 
you do? 

Mr. Taylor. Well, the specific behavior, what we are trying to 
deal with here is what people consider to be abusive behavior by 
litigants. The courts already have a vast amount of power to deal 
with abusive behavior. And currently, I think the National Venture 
Capital Association would say that little is needed in connection 
with this, although, as noted in our statement, we do support the 
TROL Act, enactment of the act that would increase the power of 
the Federal Trade Commission to deal with abusive and deceptive 
demand letters. 

Mr. Nadler. Thank you. My time has expired. 

Mr. ISSA. I thank the gentleman. We now go to the Chairman of 
the full Committee, the author of the bill, the gentleman from Vir- 
ginia, Mr. Goodlatte. 

Mr. Goodlatte. Thank you, Mr. Chairman. Mr. Taylor, on that 
last point, that is exactly what we are doing. I mean, we are pro- 
viding for fee shifting, but in very precise circumstances, only when 
there is no reasonable basis in law or fact for asserting the claim, 
whether it is by a plaintiff or a defendant. When you translate that 
to the small startups that your companies invest in, they already 
are facing that right now. And when they get that claim, they are 
facing a multimillion dollar bill to defend their claim right now, or 
to assert it if they feel that some company, a bigger one, is going 
to do that, with no prospect — no prospect whatsoever — for recovery 
of that large loss. 

So many of them choose to simply not fight it, and that is a rea- 
son why they are less successful in getting off the ground. So this 
predatory environment that they operate in is made, I think, worse 
by the fact that they have no prospect of anybody determining 
whether predatory actions took place in the first place, so I do not 
follow your reasoning there at all. I think this will be a big help, 
and many startups have told me just that, that it will be a big help 
to stop these kinds of predatory actions taking place against them. 
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Mr. Taylor. Some of the lawyers who represent non-practicing 
entity plaintiffs have told me that fee shifting is not going to affect 
their behavior at all. 

Mr. Goodlatte. Well, that does not explain why they are work- 
ing very hard against this bill, I can tell you that. 

Mr. Taylor. In my view, having been on both sides of lots of pat- 
ent cases, I see the presumptive shifting of fees as an argument 
that allows the plaintiff to say to the defendant you owe me 
$100,000 

Mr. Goodlatte. It is not presumptive shifting of fees. There is 
no presumptive shifting of fees in this law. It is only a shifting of 
fees when the Court finds that there was no reasonable basis in 
law or in fact for that to take place. So this constant assertion that 
there is going to be rampant fee shifting in patent cases after the 
passage of this law is incorrect. 

What will happen, though, is there will be much greater cer- 
tainty about when that fee shifting would take place. So you and 
your clients will be able to determine whether or not they have a 
good patent defense or a good claim to assert against somebody else 
and know much more likely than they do now what is going to hap- 
pen because of the discovery process, the requirements when you 
file the case. And I think also importantly to know under what cir- 
cumstances they should assert a defense and when they should not, 
because if they are not being reasonable, then darn right, they 
should not assert the defense. But if they are, this creates greater 
certainty than this morass of lawsuits. 

So let me just say, and the elephant in the room here is that it 
is generally very rare for the Supreme Court to take up patent 
cases. But with all the recent Supreme Court decisions, it really 
looks like the Court has taken the Federal circuit to task. No judge 
wants to be reversed on appeal, especially not an appeal court 
judge that sits on a court with exclusive jurisdiction. 

I will start with you, Mr. Wamsley. Do you think that the Fed- 
eral circuit is getting the message, or do you foresee that the Su- 
preme Court is having to just keep taking up more cases? Is this 
the new normal for the patent world, and is it good for the patent 
world to rely upon and wait on the next Supreme Court decision 
rather than to have some statutory certainty that is carefully nego- 
tiated, and takes into account all of these cases that have come 
down the line, but does not wait on that next decision around the 
corner, says here based upon experience and based upon what we 
have seen is some certainty in the law? 

Mr. Wamsley. Well, Mr. Goodlatte, I would say the Federal cir- 
cuits are certainly reading the Supreme Court decisions, and I be- 
lieve recent decisions in some of the cases following Alice, for exam- 
ple, show that although there is still some inconsistency. And Alice 
is a case where the Supreme Court may have to come back to it 
again. 

On fee shifting, I think the Federal circuit will follow. There was 
a case argued last week, according to the IP press, at the Federal 
circuit where, according to press accounts anyway, it sounded like 
the Federal circuit was inclined toward fee shifting. 

Mr. Goodlatte. Mr. Gupta? 
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Mr. Gupta. Thank you, Mr. Chairman. In certain areas, the Su- 
preme Court cannot provide the sort of consistent balanced solution 
that Congress can. And as I pointed out, for example, in the area 
of abusive discovery, there is no Court guidance and there are no 
Court decisions to help us. And in the area of pleading specificity, 
which is really important, you know, reliance on Iqbal and 
Twombly is not going to solve the problem because Iqbal and 
Twombly do not provide the kind of bright lines that we need in 
a specialized area like patent litigation. 

Mr. COODLATTE. Mr. Pincus? 

Mr. Wamsley. Mr. Chairman, could I just 

Mr. CooDLATTE. I am already 30 seconds over. It is going to be 
up to that Chairman. 

Mr. Wamsley. Could I just complete my last response? 

Mr. IssA. If the Chairman would like to let you have time, I 
would ask additional time. 

Mr. Goodlatte. We will hear from Mr. Pincus and then we can 
go back. 

Mr. Wamsley. I would just like to say that no matter how strong 
the Federal circuit supports fee shifting, we think legislation is still 
needed because the way the statute is worded right now, only Con- 
gress can strike the balance that you want. 

Mr. Goodlatte. Thank you. Mr. Pincus? 

Mr. Pincus. Well, the Federal circuit had a bad year. There were 
six cases, and it did not get a single vote, so it was sort of 0 and 
54 and a bad year for the Federal circuit, and I think that was a 
message that the Supreme Court was trying to send. But I think 
the problem is that the Supreme Court cannot rewrite the fee-shift- 
ing law to make the standard less mushy and clearer along the 
lines of what you were saying in terms of people’s ability to antici- 
pate how it will be applied and take that into account into their 
decisions. And that is something that only Congress can do. 

The same with pleadings. Iqbal and Twombly can apply, and 
maybe in 10 years we will know how it applies to patent infringe- 
ment actions. But there are some pretty clear rules that Congress 
could specify right now that would be great for both plaintiffs and 
defendants so they would know what is needed to get into court, 
and that would be that. 

Mr. IsSA. Thank you. We now recognize the Ranking Member for 
up to 7 minutes depending upon how fast he wants to run to the 
vote. I would advise all Members this will be the last question be- 
fore we recess for the vote. 

Mr. Conyers. Thank you so much. Let me ask, Mr. Taylor, with 
your background, counsel in venture capital firms who invest in 
patent owning businesses, how would the pending legislation im- 
pact the decisions venture capitalists make in investing? 

Mr. Taylor. One of the provisions that we are most concerned 
about is the so-called joinder provisions, which are not clearly writ- 
ten, and read as if a venture capital firm that owns a majority 
share in a patent plaintiff would be on the hook for attorney’s fees 
in the event a court were deciding to award that. Most venture cap- 
ital investments are made, and that is the end of the money until 
they decide to make a new one, and to impose on the investors a 
responsibility for the actions of some of their companies. Piercing 
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the corporate veil, as it were, is something that is going to have 
a serious deterrent effect on venture capital investment. 

Mr. Conyers. How would this impact small investments and 
startups? 

Mr. Taylor. Well, almost all venture capital investment is in en- 
trepreneurial companies, innovative companies that are in either 
startup mode or not very far along from that. 

Mr. Conyers. All right. And my last question is to Mr. Wamsley. 
How has fee diversion impacted on USPTO’s effort to ensure high 
quality patent examination? 

Mr. Wamsley. There has been a serious adverse effect from fee 
diversion over the years. Going back over a period of years, more 
than $1 billion has been diverted to unrelated government pro- 
grams or sequestered, and studies have shown that this is a prin- 
ciple reason for the backlog of cases to be examined. And we be- 
lieve that more resources are also needed to improve quality, and 
so we would urge Congress when it has an opportunity to revisit 
the issue of guaranteeing secure funding for the PTO. 

Mr. Conyers. Do the other three witnesses generally agree with 
that response? 

Mr. PiNCUS. That diversion is a bad thing, absolutely. 

Mr. Gupta. Yes. 

Mr. Conyers. Thank you, Mr. Chairman. 

Mr. IssA. Thank you. I would advise all Members of the Sub- 
committee that we will return immediately after this series of two 
votes. So the first two Members back will begin the process. We 
stand in recess. 

[Recess.] 

Mr. IssA. Could I ask you all to please take your seats? We are 
going to start again in a moment. The Committee will come to 
order. Is the gentleman from Texas prepared? 

Mr. Farenthold. I am always prepared. 

Mr. IsSA. The gentleman is recognized. 

Mr. Farenthold. Thank you very much, Mr. Chairman. Mr. 
Gupta, I would like to touch briefly on a related issue, namely the 
rise of patent litigation before the ITC. I think it is important we 
do something about the rising tide of litigation in the Federal judi- 
ciary and the fact that we are moving over into concurrent tracks 
with litigation in the ITC. We have got to keep in mind that any 
reforms we do with respect to what happens in the judiciary may 
also roll over into the ITC. 

My fear is that the trolls will use the ITC to pressure litigants 
to settle rather than face the cost of defending in that venue. We 
have already seen patent assertion entities starting to play the 
same game in the ITC that we are seeing in the Court, bringing 
suit against the customers or technology companies. To that end, 
I would like to ask you, is it your understanding that PAEs have 
additional leverage at the ITC and are actually in a better position 
to make settlements than in Federal courts? 

Mr. Gupta. Thank you. Congressman, for that question. It is con- 
cerning to us that the ITC is being used by patent assertion enti- 
ties to essentially have dual litigation at times. The ITC is best 
able to deal with foreign knockoffs that come into our country, but 
to have an American entity litigate against another American com- 
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pany, particularly when the accusation is prohahly directed to some 
small component that might have in the supply chain originated 
outside the country appears to be not the most efficient use of the 
ITC. And I agree, and I share your concern. 

Mr. Farenthold. Thank you very much. Let us kind of shift to 
a different topic. In your written testimony you talk about the Teva 
Pharmaceuticals case and the potential of providing unscrupulous 
patentees with an incentive to pick the district court most favor- 
able to them. Knowing their claim interpretation will be insulated 
from de novo review in the Federal circuit. I am wondering what 
you think about the impact of striking the broadest reasonable in- 
terpretation standard will be on current litigation environments in 
light of that decision. 

I am especially interested given the decision in, what is it, the 
Cuozzo Speed Technologies this week holding that applying the 
broadest reasonable interpretation standard reduces the possibility 
that after a patent is granted, claims may be interpreted as giving 
broader coverage than justified. 

Mr. Gupta. We believe that the BRI standard is appropriate for 
IPRs and reviews post-grant. We have had several patents of ours 
challenged through the IPR proceedings, and we have challenged 
others as well. And we think that the Patent Office should be al- 
lowed to use the broadest reasonable interpretation standard when 
it looks at those patent claims. 

Mr. Farenthold. All right, thank you. Mr. Taylor, I believe in 
response to Mr. Nadler’s question, I think you referred to “good 
plaintiffs,” and I think that is not what we are after in this. I think 
our concerns are the bad actors who are using the expensive litiga- 
tion to force settlements in questionable claims and the like. So I 
have no problem with, I guess, the term “good plaintiffs” with good 
cases coming, and I think we are drafting that such that we are 
going to preserve that. It is the bad actors we are going to get 
after. 

But I am also a little interested, you know, based on your testi- 
mony, it kind of seems like it may be a little bit in conflict with 
NVCA’s membership. There is a survey I think that said by and 
large they are harmed by patent trolls and supportive of reform. 
Why are you generally opposed to this litigation if some of your 
members or the majority of your members are having a problem? 

Mr. Taylor. The only study I have seen is one that sampled a 
very small section of venture capital firms, and certainly does not 
represent the center of gravity of the NVCA. I have been working 
with the NVCA board now for almost a year on this issue, and try- 
ing to help people understand what the statute would say and how 
it would affect their businesses. And the positions that I am setting 
forth here today are the positions of the National Venture Capital 
Association. 

Mr. Farenthold. Thank you very much. And with the Chair- 
man’s permission and the consent of the Committee, I have a letter 
from Engine Advocacy titled, “Startup Investors Nationwide Sup- 
port Broad Patent Reform,” that I would like entered into the 
record. 

Mr. IssA. Without objection, so ordered. 

[The information referred to follows:] 
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Startup Investors Nat ionwid e Support Broad Patent Reform 
6 November 2013 
□ear Congress: 

Each year, wa Invest hundreds of millions of dollars In software and information technology businesses 
and emerging mobile technologies. Together with other Investors, we commit more than $1 billion 
annually in angel and venture capital that ensures continuing growth of young, high-tech companies 
employing l.M million people. Collectively, we have invested In companies such as Netfllx, Twitter, 
Facefaook. Dropbox, Palantir, Kickstarter, and countless other technologies that power American 
businesses everywhere. We are the fuel In America's startup economy engine. 

We write to urge comprehensive legislation to address the troubling growth and success of the patent 
troll business model. Young, Innovative companies are Increasingly threatened and targeted by patent 
troll lawsuits. In fact, the majority of companies targeted by patent trolls have less than $10 million in 
revenue. And while big companies paid the lion's share of the $23 billion of direct costs resulting from 
patent troll activities in 2011. the costs borne by small companies are a proportionately larger share of 
their revenues. 

As a result. Congress and the Administration are considering multiple reform proposals, None alone 
will fix the problem, but together they will make a substantial dent in what one famous troll recently 
called 'a new Industry.* 

Successful legislation should make It harder to be a patent troll, and easier for targeted businesses to 
protect and defend themselves. Legislation should: 

• Make It easier to efficiently review patents at the Patent Qfflce. as an alternative to litigation. 

• Increase transparency by requiring patent trolls to specify. In complaints and demand letters, 
which patent and what claims are Infringed, and specirically how the offending product or 
technology Infringes. 

Limit the scope of expensive litigation discovery. 

Require patent trolls to pay legal fees and other costs Incurred by prevailing defendants. 
Protect end users Of technology [e.g., wl-fi, printers end scanners, and APIs] from being liable 
for infringements by technology providers. 

Our Founders did not Intend to incentlvize patent trolling In the Constitution — nor did Congress 
Intend the Patent Act to promote this Industry. Comprehensive legislation to reduce abusive patent 
litigation will make the patent troll business model less attractive, and will protect software, mobile 
and information technology entrepreneurs. In turn, our digital economy will continue to grow and so 
will our national economy. 
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The undersigned: 

611 Bickel 

St Louis Arch Angels 
St Louis, M6 


Nicole Glares 
Techstars 

Boulder, CO and New York, NY 


David Bradbury David Gold 

Vermont Center for Emerging Technologies Access Venture Partners 

Burlington, VT Westminster, CO 


Glen Bressner 
Originate Ventures 
Bethlehem, PA 


Greg Gottesman 
Madrona Venture Group 
Seattle, WA 


Brad Burnham 
Union Square Ventures 
New York. NY 

Jeff Bussgang 
Flybridge Capital 
Boston. MA 


Paul Graham 
Y Comhinator 
Mountain View, CA 

Bill Gurley 
Benchmark Capital 
Menlo Park, CA 


Steve Case 
Revolution Capital 
Washington, DC 


Reid Hoffman 
Greylock Partners 
Menlo Park. CA 


Jeff Clavier 
SoftTeohVC 
Palo Alto, CA 


Kirk Holland 

Access Venture Partners 
Westminster, CO 


Ron Conway 
SV Angel 

San Francisco. CA 
Mark Cuban 

investor in over 70 startups 
Dallas, TX 

Peter Esperago 
Cultivation Capital 
St. Louis, MO 


Len Jordan 

Madrona Venture Group 
Seattle, WA 

Scott Levine 
ISelect Fund 
Clayton. MO 

John Lilly 
Greylock Partners 
Menlo Park, CA 


Brad Feld 
Foundry Group 
Boulder, CQ 


Trevor Loy 
Flywheel Ventures 
Albuquerque and Santa Fe, NM 
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Chris Marks 

High Country Venture 

Boulder, CO 
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Alexis Ohanian 
Angel Investor 
New York, NY 


□an Marriott 

Bijan Sabet 

Stripes Group 

Spark Capital 

New York, NY 

Boston, MA 

Matt McCall 

Devin Talbott 

Pritzker Venture Capital Group 

Enlightenment Capital 

Chicago, IL and Los Angeles, CA 

Washington, DC 

Jim McKelvey 

Brett Topche 

Cultivation Capital 

MantorTech Ventures 

St, Louis, MO 

Philadelphia, PA 

Andrew McLaughlin 

Jorge M, Torres 

BetaWorks 

Silas Capital 

New York, NY 

New York, NY 

Josh Mendelsohn 

Hunter Walk 

Hangar 

Homebrew 

San Francisco, CA 

San Francisco, CA 

Jason Mendelsohn 

□avid Weekly 

Foundry Group 

Startup Founder and Angel Investor 

Boulder, CO 

Palo Alto, CA 

Michael Neril 

Fred Wilson 

Webb Investment Network 

Union Square Ventures 

San Francisco, CA 

New York, NY 

Charlie O'Oonnall 


Brooklyn Bridge Ventures 


New York, NY 
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Mr. Farenthold. And I timed that almost perfectly. I will yield 
back 

Mr. ISSA. Would the gentleman yield? 

Mr. Farenthold. I will. 

Mr. IsSA. Mr. Taylor, would you provide transparency as to your 
members’ statuses because it really is now a question of, you said 
you have been trying to convince your board to support opposition 
to the legislation. Do we have transparency for the 400 companies 
that are involved in yours to figure out how many of them support 
your position in light of the fact that it does appear as though 
there may be some doubt as to whether there is a formal process 
on a board and transparency? 

Mr. Taylor. It is a large organization, and I am not certain how 
much of it is public. I have been dealing basically with the staff 
and with the board of directors, so I am not sure I can answer the 
question. 

Mr. IssA. Okay. I will take that as a no. [Laughter.] 

With that, we go to the gentlelady from California, Ms. Chu. 

Ms. Chu. Mr. Gupta, we have been talking quite a bit about the 
fee-shifting cases of the Octane and Highmark cases. You argue 
that these cases did not go far enough in deterring the filing of friv- 
olous patent cases that companies both large and small have faced. 
You provide some statistics that can be helpful to us in evaluating 
how we should legislate in this area. 

Why do you think that the rate of fully-granted motions in- 
creased shortly after the first 3 months of the Court decisions and 
then slowed in the last 3 months? Do you think this trend will con- 
tinue? 

Mr. Gupta. Thank you. Congresswoman. You know, we have 
only had 9 months of data since Highmark and Octane, so it is 
hard to really speculate as to why it has been trending down. But 
the point I want to make is that Highmark and Octane, based on 
the data that we have right now, have not really had a meaningful 
impact. And I really believe that to get abusive litigation to slow 
down the abusive tactics, the plan or the proposal that is in the In- 
novation Act is a thoughtful bipartisan approach that I think will 
make a serious, you know, or have a serious impact on bad actors 
in court. 

Ms. Chu. And can you tell us about the type of cases in which 
the defendant is being awarded fees since Octane and Highmark? 
Do they appear to be troll type suits, or is there no real pattern? 

Mr. Gupta. I do not know that I can generalize. We have a cou- 
ple of motions pending ourselves where we have asked the court to 
grant us our fees, and we are waiting to see how the court will act, 
but I do not have a general sense. I think based on the data we 
have seen that the numbers generally seem to be evenly split be- 
tween defendants and plaintiffs in terms of fee recovery, but not 
necessarily whether it is a NPE litigation or not. 

Ms. Chu. And also in the Nautilus decision, the Supreme Court 
addressed how definite or clear a patent must be. The Court estab- 
lished a new test which requires that the patent provide reasonable 
certainty of what it covers. You have stated that it would be easier 
for a defendant to challenge the validity of a vague patent given 
the decision. Could you explain why it would be easier for the de- 
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fendant and what long-term effects do you think the decision will 
have on abusive patent litigation? 

Mr. Gupta. Certainly. We often find that patentees will attempt 
to really stretch the meaning or the meets and bounds of a patent 
in litigation downstream. Sometimes a patent 10, 12 years old, cov- 
ering technology that was dated, they will attempt to stretch it to 
cover new developments in technology. And we think that this deci- 
sion in Nautilus will allow us as defendants to be able to argue 
that Section 112 requirements were not met by the patentee, par- 
ticularly in light of claim construction orders. 

If the judge grants a claim construction order that is really broad 
and the plaintiff pushes for that broad construction, I think it will 
be easier for defendants downstream to then show that that claim 
construction is simply not supported by what is in the specification, 
but it is too early to tell. We also have one motion pending before 
a district court arguing that certain claims are invalid in light of 
Nautilus, but we do not have a ruling yet. 

Ms. Chu. Okay. Mr. Pincus, what do these Supreme Court cases 
not address? And by that I mean what are the provisions in the 
Innovation Act that are still necessary despite the court decisions? 

Mr. Pincus. Well, they obviously do not address at all pleadings. 
The patent specific decisions. Obviously the changes that will be 
made in the Federal Rules striking Rule 84 and the forms will have 
some effect on pleading, but the Supreme Court has not addressed 
it. And as I said earlier, I think the Congress has an opportunity 
to put specified clear rules of the road for pleading rather than 
leave it to the courts to flesh out what Iqbal and Twombly mean 
in the pleading context, which will take a few years and could leave 
people uncertain about what the rules are. So pleading is one area. 

Discovery is another area not addressed at all. The asymmetrical 
discovery costs which really are one of the critical drivers of the 
litigation, nothing done there. And with respect to the attorney’s 
fees, although Highmark and Octane do address the issue, the 
problem is that because the current language of the statute is what 
it is, the Court could not interpret that language to provide the 
kind of guidance that is really necessary so that somebody making 
the decision, do I fight this case because I have a reasonable 
chance to get my fees back, or should I settle because I cannot be 
sure, and so fighting it will end up costing me more. The current 
statute does not do that. 

The other problem with the current statute and the Court’s deci- 
sion in Highmark with respect to deference is at least when we are 
concerned about abuse by plaintiffs, plaintiffs pick the forum. And 
if a district judge indicates or members of a district court indicate 
that they are going to be tough on fees under a murky standard, 
it is pretty easy for the plaintiff to say, well, I am going to go some- 
where else where this murky standard is getting a better interpre- 
tation. If Congress makes the rules of the road clearer, that kind 
of disparity is much less likely to develop. 

Ms. Chu. Thank you. I yield back. 

Mr. IssA. I thank the gentlelady. We will now go to the gen- 
tleman from Georgia’s 9th District, Mr. Collins. 

Mr. Collins. Thank you, Mr. Chairman, and I am pleased to be 
starting back here. I am pleased to be on this Committee with you 
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and also the Chairman as Vice-Chair of this Committee because 
this is very important to me. It is something I worked hard in my 
first term, and look forward to working even more so in our second 
term. As we look forward to working with this Committee on intel- 
lectual property, obviously patents are a vital part of the system. 
So I want to thank the Chairman Goodlatte for holding this hear- 
ing and reintroducing the Innovation Act. 

It is important for Congress to look for ways to eliminate frivo- 
lous and abusive litigation. We need to unclog the system to ensure 
that true innovators are given fair opportunity to enforce their pat- 
ent rights, a right that our founders explicitly provided for in the 
Constitution. Last year, I had some serious concerns with the direc- 
tion of some patent reform proposals, especially those that at- 
tempted to expand and extend the CBM program. 

These types of proposals are unsettling because they discriminate 
against a particular type of technology rather than focus on the 
real problem, the bad behavior that occurs all too often during pat- 
ent litigation. So I am grateful to the Chairman that the CBM 
issue is not a part of the Innovation Act. Having it in would cer- 
tainly undermine my ability to support the bill in Committee and 
on the House floor. Now we can focus on moving forward legislation 
that eliminates and stops bad actors and improves our patent sys- 
tem. 

But also before we start, this is my question. It was on some- 
thing, Mr. Taylor, that you brought up, and I believe if we have 
it. Okay, if you would look at the screen. In your testimony, after 
your testimony I took your testimony and I went to your website, 
which is now on the screen. And on the first page under “research” 
tab, there was a study listed by Robin Feldman, and I am going 
to read just a few lines before turning to my questions. In the 
paper it said, “A study conducted on the topic of patent demands 
against venture back startups. The study was conducted through 
the members of the National Venture Capital Association.” 

[The information referred to follows:] 
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It said, and quoting from this report, it says, “74 percent of ven- 
ture capitalists and 58 percent of startup companies report that 
patent demand had a significant impact on a company.” The next 
one it said, “According to the vast majority of both venture capital- 
ists and startup companies, the cost of preparing for and defending 
against patent demands exceeded $50,000 per company with a 
number of companies reporting costs in the millions of dollars.” 

When asked whether they see patent assertion as a positive for 
startups in the startup community, 72 percent of venture capital- 
ists disagree. We might have an insight into why you are having 
trouble getting people to disagree with this bill. 

Mr. Gupta, thank you. I appreciated listening to your testimony. 
I have heard from some groups that the Innovation Act will actu- 
ally devalue property rights by diminishing the ability for parties 
to license their patents and defend them in court. How would you 
respond to that claim? 

Mr. Gupta. I completely disagree with that characterization. The 
Patent Act was designed to promote innovation and to promote art 
and sciences, and the true value of a patent really goes to the 
claims and the invention that those claims describe. I think a re- 
formed system makes patents stronger. It provides companies like 
us, who rely on our R&D investment to protect our innovations, to 
know that we can actually enforce our patents in a meaningful way 
and protect the investments we have made. 

The suggestion or the logic that somehow a patent is devalued 
if a patent holder cannot plead imprecisely and bury the other side 
with discovery requests, and do so with impunity knowing that at 
the end of the day they have no downside and they can walk away 
if they are not able to extort settlements from people, is just 
flawed. 

Mr. Collins. And I think the thing that I have mentioned so 
many times in this Committee, and I think proposing this whole 
issue of patent, copyright, and others, that really strong protec- 
tions, they actually increase and encourage innovation, and do not 
detract from it, whether it be venture capital or anything else. You 
want to invest in something that you know that you are at least 
protected to the extent you can be in a free market from an abusive 
system like we have now. 

Mr. Pincus, I really like your expertise in this intellectual prop- 
erty area, and I think it is not only important we improve our pat- 
ent system, but we also improve other aspects of the country’s in- 
tellectual property policy. I am particularly interested to make sure 
that America still contains the highest standards really in the 
world. All too often we see our trade secrets stolen out of our fac- 
tories here in the United States and then end up on a plane to a 
foreign competitor. I also want to improve the system to protect 
America’s inventors, which is why I supported the Committee’s 
trade secret legislation last year. 

Can you talk about the intersection of patents and trade secrets? 
I am also interested in your perspective on any current improve- 
ments that we could make to our current trade secrets policy. 

Mr. Pincus. Yes, thank you. Congressman. As you know, some- 
times for various reasons companies have very important, and sig- 
nificant, and valuable intellectual property that they either do not 
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want to patent or cannot patent, but is valuable and is confidential 
to them. And the question is how does the law protect that? Trade 
secret law has traditionally been the means of doing that, and as 
you know, trade secret law has traditionally been the domain of the 
States. But I think increasingly we have realized that in the global 
environment in which we find ourselves now, that there are holes 
in that protection, and something at the Federal level that puts 
forth clear rules of the road is really essential to ensuring that 
American companies can protect those trade secrets effectively. 

Mr. Collins. I appreciate it. You will be hearing more from me 
on that in the weeks coming. Mr. Chairman, I yield back and ap- 
preciate that time. 

Mr. IssA. We now go to the gentlelady from Washington One, 
someone who is familiar with intellectual property, Ms. DelBene. 

Ms. DelBene. Thank you, Mr. Chairman, and thanks to all of 
our witnesses for taking the time to be with us today. 

I know there has been a lot of close attention paid to the Su- 
preme Court cases on Section 101, and, Mr. Wamsley, in your testi- 
mony, you stated that the lack of clarity in the Alice case makes 
it more difficult for innovators to determine when it is appropriate 
to invest in patent protection and cast a shadow of uncertainty on 
all patents, even good ones. And so, I wondered if you would elabo- 
rate a little bit more on that statement and what your concerns are 
with respect to the Alice case. 

Mr. Wamsley. Thank you for the question. Congresswoman. Yes, 
we feel there is a great uncertainty caused by Alice currently, and 
the Alice case concerned a computer-related invention. But recently 
the Federal circuit extended the abstract idea test in a case involv- 
ing the University of Utah even to a biosciences invention. 

So I think right now with the level of uncertainty we have, peo- 
ple who are making R&D decisions in companies, at least computer 
implemented inventions, pharmaceuticals, cases that involve proc- 
esses of all kinds, are wondering whether they are in the patent 
eligible area, even if they have what they think is a practical appli- 
cation for what might involve abstract process. So we think there 
is an urgent need to clarify this. Now, there was an earlier ques- 
tion about whether we need legislation. I would not urge legislation 
tomorrow, but if the courts are unsuccessful in clarifying this, I 
think that ultimately Congress needs to look at the adverse effect 
on the incentives for R&D. 

Ms. DelBene. Thank you. 

Mr. Taylor. Could I offer just a footnote to that? It is important 
to remember that one of the purposes of the patent system is to 
encourage disclosure of inventions. And to the extent people con- 
duct research and develop technology that they are not confident 
they can patent, or in the case of what we have been talking about 
this afternoon, not confident that they can reasonably enforce their 
patents, the tendency will be to protect it by trade secrets. And it 
is my strong sense right now, given some of these cases from the 
Supreme Court and given the pendency of this legislation, that 
companies are making that decision and opting to go the trade se- 
cret route for more of their technology that they used to try pat- 
enting. 
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Ms. DelBene. Thank you. Many supporters of the Innovation 
Act have complained that they are being sued by shell companies 
with few assets to pay attorney’s fees even if they are awarded. 
And according to the American Intellectual Property Law Associa- 
tion, the average cost of defending a patent suit with a million to 
$25 million, at risk is about $2.5 million, and the cost of defending 
patent suits with more than $25 million, at risk is over $5 million. 
And we know that there has been targeting obviously of startups 
that are particularly vulnerable. 

So I guess I will ask you, Mr. Gupta, what do you see as the best 
way to deal with abusive litigation by shell companies in particular 
when they have a lot to gain and not a lot to lose under the current 
system? And do you think the Innovation Act will address that 
issue? 

Mr. Gupta. Thank you for the question. Congresswoman. I think 
the Innovation Act has a provision that requires people who have 
a financial interest in the litigation be joined. I think it is an im- 
portant requirement. We are often sued by shell companies who are 
very thinly capitalized, and so even if you get an award, they are 
judgment proof essentially. 

And by the way, my company, EMC, is a member of the National 
Venture Capital Association. We have a venture arm. We invest 
several hundred million dollars in venture funding. We are not con- 
cerned that as a VC that one of the companies we are investing is 
somehow going to be joined in a patent suit because we do not in- 
vest in companies whose primary business is to sue people with 
their patents. 

And in the past 15 years, we have acquired 96 companies and 
spent $18-plus billion in acquisitions, primarily of venture-backed 
companies. And I can assure you that when I talk to the CEOs and 
the entrepreneurs who started these companies, they are very con- 
cerned about abusive patent litigation, and they are very concerned 
about how much of their funding they are having to spend on de- 
fending these demands versus hiring an engineer developing the 
technology that they want to perfect. 

And so, I really think, you know, requiring joinder of folks who 
are funding the abusive practices is a very important step, and I 
believe that this bill has the right types of provisions for that. 

Ms. DelBene. Thank you. Thanks. I yield back, Mr. Chairman. 

Mr. IssA. Thank you. Anecdotally, Mr. Gupta, I would assume 
that you are not in support of your association’s position here 
today. 

Mr. Gupta. Absolutely not. 

Mr. IsSA. Just checking. The gentleman from Virginia, Mr. 
Eorbes. 

Mr. Eorbes. Thank you, Mr. Chairman, and, gentlemen, thank 
you so much for taking the time to share your expertise with us 
today. I apologize that some of us have had to be in and out for 
votes. So it is not my desire to reopen a line of questioning that 
perhaps has been asked and answered, but I do want to make sure 
I am getting clarity. 

And, Mr. Taylor, in response to what I heard the Chairman ask 
you, as I read your written statement and heard your oral presen- 
tation today, you accentuated the fact that you had 400 members. 
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I believe, in your association. But it would not be fair to conclude 
that your position today represents the position of those 400 mem- 
bers. Would that be fair to say? 

Mr. Taylor. I think it is fair to say that the position we have 
tried to develop represents the center of gravity of that organiza- 
tion. I cannot tell you that all 

Mr. Forbes. Let’s look at the center of gravity then, is Cisco one 
of your members? 

Mr. Taylor. Say again? 

Mr. Forbes. Is Cisco one of your members? 

Mr. Taylor. Of the National Venture Capital Association? I do 
not know. 

Mr. Forbes. They are I think. And do know their position on 
this? 

Mr. Taylor. I do. 

Mr. Forbes. And they are for the Innovation Act, are they not? 

Mr. Taylor. They are. 

Mr. Forbes. How about Google? Are they one of your members? 

Mr. Taylor. I do not know the answer to that. 

Mr. Forbes. Do you know their position on this act? 

Mr. Taylor. I do. 

Mr. Forbes. And they are for the act, are they not? 

Mr. Taylor. Correct. 

Mr. Forbes. Dell, do you know whether they are one of your 
members? 

Mr. Taylor. I do not know. 

Mr. Forbes. And do you know their position on the act? 

Mr. Taylor. I am not sure I do. 

Mr. Forbes. EMC, you look down the panel. You know their po- 
sition. Are they one of your members? 

Mr. Taylor. Yes. 

Mr. Forbes. Are they one of your members? 

Mr. Taylor. According to Mr. Gupta they are, and I have noth- 
ing to refute that. 

Mr. Forbes. Okay. Intel, are they one of your members? 

Mr. Taylor. I do not know, but I think they are. 

Mr. Forbes. Do you know their position? 

Mr. Taylor. I assume they are in favor of this bill. 

Mr. Forbes. Micron, are they one of your members? 

Mr. Taylor. I do not know. 

Mr. Forbes. Do you know their position? 

Mr. Taylor. No. 

Mr. Forbes. Motorola, are they one of your members? 

Mr. Taylor. The piece that is owned by Google. I do not know 
the 

Mr. Forbes. Do you know their position? 

Mr. Taylor. I do not. 

Mr. Forbes. How about Salesforce, are they one of your mem- 
bers? 

Mr. Taylor. I do not know. 

Mr. Forbes. Verizon? 

Mr. Taylor. I do not know the answer to that either. 
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Mr. Forbes. So then basically you are not sure which of your 
members are for the Innovation Act or against the Innovation Act 
as you testified today. Fair assumption? 

Mr. Taylor. That is fair except that I would say that all of the 
companies you identified are very large corporations. And the con- 
cern I have expressed is that for small innovative companies, and 
they were once small innovative companies I might add. 

Mr. Forbes. And I think that would be fair, b^ut I think it would 
be also fair to say that there is a large segment of your members 
that would be against your position today. Is that fair to say? 

Mr. Taylor. Let me say this a different way. The members of 
NVCA that I have talked to have often not known enough about 
this legislation 

Mr. Forbes. So all these large companies you either have not 
talked to them or you feel that they just are not well-informed 
enough to have an informed opinion on whether they support the 
Innovation Act or not. 

Mr. Taylor. I have had no reason to talk to the large companies. 
Their position has been clear since before I took this 

Mr. Forbes. Thank you. Mr. Gupta, can you help me with this? 
We have heard from stakeholders that the discovery proposals 
would actually make litigation longer and more expensive. As a liti- 
gator and practitioner who spends much of your time in court, do 
you agree with this statement? And if so, why or why not? 

Mr. Gupta. Thank you for the question. Congressman. I do not 
agree with that. I think if we streamline discovery to focus dis- 
covery early on to claim construction and Markman issues, and ex- 
pedite Markman hearings and defer non-Markman related dis- 
covery to later, we will end up streamlining and speeding up the 
process immensely. We will de-clutter our courts to give them more 
time to handle substantive motions. 

We will end up saving a lot of time, and mindless discovery, and 
expert reports for both plaintiffs and defendants, and bring a lot 
more focus to the litigation process, and make it a whole lot more 
efficient. 

Mr. Forbes. And just a follow-up question, Mr. Gupta. We have 
heard claims that the number of cases are on the decline with esti- 
mates as much as a 40 percent drop, negating the need for Con- 
gress to act. Can you just respond to those numbers? 

Mr. Gupta. The fact of the matter is we still had over 5,000 pat- 
ent cases filed, and I believe that is twice as many since the AIA 
was enacted, on an annual basis, and that is a lot of patent litiga- 
tion. 

Mr. Forbes. Thank you all so much for being here. Mr. Chair- 
man, I yield back. 

Mr. ISSA. Would the gentleman yield his remaining time? 

Mr. Forbes. I would be glad to yield to the Chairman. 

Mr. IsSA. So if can characterize, Mr. Taylor, what I think your 
testimony is, small companies within your group that you are not 
naming here today oppose the act based on your explaining it to 
them, and large companies, some of which have been named and 
more will be placed in the record, support the act, but because they 
are large, they do not count. You are still speaking on behalf of the 
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venture capital firm that you head. Is that correct? Or venture cap- 
ital association you head? 

Mr. Taylor. I have not heard any dissent from members of the 
National Venture Capital Association with respect to the positions, 
and they have heen widely publicized within the organization. 

Mr. ISSA. Okay. Then I ask unanimous consent that the members 
of the NVCA from the website be placed in the record, a partial list 
including Seagate, IBM, Johnson and Johnson, KPG, Morgan Stan- 
ley, Nike, DuPont, General Motors, Google, SoftBank, the owners 
of Sprint, EMC, of course, Delphi, Dell Corporation, USAA, the 
large fraternal association of former military personnel, Tyco, 
Verizon, et cetera. 

Without objection, so ordered. 

[The information referred to follows:] 
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Dell Ventures (http://www.dell.com/learn/us/en/usc 0 rpl/dell-vcnture 5 ) 

Delphi Ventures (http://wwwxJelphiventures.cofn) 

Detroit Venture Partners (http://vww.detr 0 itventurepartner 5 .com) 

Disruption Corp. (httpV/www.dlsruption.vc/) 

Divergent Venture Partners (hltpV/www.divergentvccom/) 
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Domain Associates. LLC. (http://www.domainvccom/) 

Draper Fisher Jurvetsoo (http://www.<lfj.com/) 

Draper Richards. LP. (httpy/www.draperrichards.com/) 

OSM Venturing B.V. (http7/www.dsm.com/) 

Duchossois Technology Partners, LLC. (httpVAvww.dcmllccom) 

Dundee Venture Capital (http:/ Avww.dundeeventurecapital.com) 

DuPont Ventures (httpV/wvyw2.dupont.com/Ventures/en.US/index.htmt) 
Edison Ventures (httpV/www.edisoopartner.com/) 

Element Partners (httpVAvww.elementpartners.com) 

Elm Street Ventures (httpV/www.elmvc.com/) 

EMC (http://www.emc.com/corporate/emc-ventures/index.htm) 

Emerald Stage2 Ventures (httpV/www.s2vc.com/) 

Emergence Capital Partners (http://www.cmcap.com/) 

Energy Foundry (httpV/wvwv.energyfoundry.com) 

EnerTech Capital (http://www.enertechcapltal.com) 

EPIC Ventures (http./Zwww.epicvccom/) 

Ericsson Strategic Investments (httpV/www.erlcssoo.com/) 

Everest Group. LLC (httpV/www.ev€restcpi.com) 

Evonik Oegussa (http://www.venturlng.evonik.com) 

Excel Venture Management, LLC (httpV/www.excelvm.com) 

Falrhaven Capital Partners (httpV/www.fairhavencapital.com/) 

Felicis Ventures (httpV/www.fellcJs.com/) 
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Fidelity Bioscicnces (htCp://www.fidelitybiosciences.com) 

First Round Capital (httpy/www.firstroiind.com/) 

Flagship Ventures (http://www.flagshipventures.com) 

Floodgate {httpV/www.floodgate.com) 

Flybridge Capital Partners (httpi/Zwww.flybrkige.com/) 

Flywheel Ventures {hUp://www.flywheelventures.com) 

Forte Ventures (http://www.forteventures.com) 

Foundation Capital (http://www.foundatIoncapttal.com) 
FourKlation Medical Partners (httpV/vAvw.foondmed.com/) 
Foundry Group (http://www.foundrygroup.com) 

Frazier Healthcare Ventures (http://www.frazierhealthcare.com) 
Fukrum Equity Partners (httpV/Swww.fulcrumep.com/) 
FundersClub Management (http://www.fur>dersclub.com) 

G-51 Capital Management, LLC. (httpy/vww.g51com) 

Gabriel Venture Partners (hUpV/www.gabrlelvp.com) 

GE Ventures (http://www.geventures.com) 

Goflnor Ventures Management (htlp://www.gefinorcapital.com/) 
General Catalyst Partners (http' 7 /www 4 teneralcata lyst.com/) 
GGV Capital (http7/www.ggv.com) 

GlobeSpan Capital Partners (http://www.gl 0 be 5 pancapltal.com/) 
Glynn Capital Management LLC (http://www.glynncapltal.com/) 
GM Ventures, LLC (httpV/www.gmventures.com) 
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Golden Seeds (http://www^!denseeds.com) 

Google Capital (http://wvwv^ooglecapital.com) 

GrandBanks Capital (http7/www.grandbankscapital.com/) 

Granite Ventures. LLC. (http://www^anltevc.com) 

Gray Ghost Ventures <httpV/www.grayghostventures.com) 

Greenspring Associates (http^/www.greenspringassodates.com) 
Grotech Ventures (httpV/www^rotech.com) 

Grove Street Advisors (httpV/www^rovestreetxom) 

Harbert Management Corporation (http://www.harbertnety) 
HarbourVest Partners. LLC <httpV/www.harbourvest.cofn) 

Hercules Technology Growth Capital, Inc (httpy/www.htgc.com) 
Highland Capital Partners (httpV/www.hcp.com) 

Hina Group Fund {http://www.hiriagroup.com/index.html) 

HLM Venture Partners {http://ynww.hlmvp.com) 

Hopen Life Science Ventures (http://www.hopenls.cofn/) 

IBM Venture Capital Group (httpy/www.ibm.com/venturecapItalgroup/) 
lOG Ventures SF (httpV/www.idgvusa.com) 
lllumina Ventures (httpV/www.illumlna.com) 

Innovate Partners (httpy/www.innovatepartnersllc.com) 

Innovation Ventures. L.P. (httpy/www.innovationcapltal.com) 

In-Q-Tel Inc (http://www.iqtorg) 

Insight Venture Partners (httpV/www.lnsightpartners.com) 

Institutional Venture Partners (IVP) (htlpV/www.lvp.com) 
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Intel Capital (httpi/Avww.intelcapttal.corn) 

Intersouth Partners {http;//www.lntersouth.com) 

InterWest Partners {http://www.lnterwesLcom) 

Investor Grovrth Capital. Inc (httpy/www.investorgrowthcapital.com) 

JAFCO Ventures (httpV/www.jafco.com) 

J K&B Capital (http://vvww.jkbcapitdl.com/} 

JMI Equity (httpy/www.jmi.com) 

Johnson & Johnson Development Corporation (http://www.jjdevcorp.com) 

JP Morgan Asset Management Inc {https-y/wwwjpmorgan.com/pages/jpmorgan/am} 
Jumpstart, Inc (httpV/www.jumpstartinc.com) 

Kaiser Permanente Ventures (httpi//www.kpventures.com) 

Kegonsa Capital Partners (http://www.kegonsapartners.com) 

Kinetic Ventures. LLC. (httpi/Zwww.kineticvcntures.com) 

Kleiner Perkins Caufield & Byers (http://www.kpcb.com/] 

KPG Ventures (http://www.kpfventures.com} 

Lambda Fund Management. Inc (httpy/www.lambdafund.com) 

Lancet Capital (httpy/www.lancetcapitaLcom) 

Lauder Partners (httpy/www.lauderpartners.com) 

Lee Murder Capital Group (httpy/www.leemunder.com) 

Legacy Venture (http://www.legacyventure.com) 

Level Equity (httpy/www.tevelequlty.com) 

Levensohn Venture Partners (httpV/www.levp.com) 


l«lp/Mvcaor9'aboiA>nvc«tnflRit)qr«/ 



94 


2^120016 Member* - NVCA 

LG Innovation Ventures (httpV/vAVW.collaborateandinnovate.com) 

Liberty Mutual (httpV/vvww.lib€fty%20mutual.com) 

Life Sciences Greenhouse of Central PA (http://www.lsgpa.com) 

Lightspeed Venture Partners {hltp://www.lsvp.com) 

Ughtstone Ventures (httpy/www.lightstonevc.com) 

Lilly Ventures (http://www.lillyventures.com) 

Longitude Capital (http://www.longitudecapital.com) 

Ludlow Ventures (http7/www ludlowventures.com) 

Lumira Capital (httpV/www.iumiracapitaLcom) 

Matrix Partners (http7/www.matrixpartners.com) 

Maven Ventures (httpy/www.mavenventures.com) 

Maveron, LLC (http://www.maveron.com) 

Mayfield Fund (http://www.m3Yfield.com) 

Mayo Clinic Ventures (http://www.ventures.mayoclinic.org) 

Mediphase Venture Partners. LP. (http://www.medipaseventure.com) 
Menlo Ventures {http;//www.mcnloventures.com) 

Mercato Partners (http'7/vvww.mercatopartners.com) 

Merck Global Health Innovation Fund. LLC (http://www.merck.com/ghl) 
Mercury Fund (httpV/www.mercuryfund.com) 

Merilech Capital Partners (http://VAvw.meritechcapllal,com) 

Michigan eLab (http://michiganelab.cofn/) 

Micron Ventures (http;//www.micron.com/about/company-info/venturcs) 
Milestone Venture Partners (http://www.milestonevp.com) 
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Mitsui & Co. Global Investment, Inc. (http-y/www.mltsul-global.com/en/) 

Mohr Davldow (httpy/www.mdv.com) 

Montreux Equity Partners (httpy/wvyw.mepvc.com) 

Moore Venture Partners, LP (httpy/wwwjnoorevp.com) 

Morgan Stanley Expansion Capital (httpy/www.morganstanley.com/institulional/expansion-capital/) 
Morgen thaler (httpV/www jnorgenthaler.com) 

Motorola Solutions Venture Capital (bttpV/www,motorolasolution5.com/US- 
EN/About/Company+Overview/Motorola+Solutions+Venture+Capital) 

MPM Capital (httpV/wwv»jnpmcapital.com) 

Needham Capital Partners (httpV/www.needham.com) 

NETCIRQ (httpV/www.netcIrq.com) 

New Atlantic Ventures (httpVAivww.navfund.com) 

New Enterprise Associates (httpV/www jiea.com) 

New Leaf Venture Partners. LLC (http://www.nlvpartners,com) 

New Venture Partners LLC {httpy/www.nvpIlc.com) 

NewSpring Capital (httpy/www.newsprlngxom) 

NGEN Partners LLC (http-yAvww.ngenpartner5,com) 

Nike Inc. (http:/A»ww.nlkefuellab.conn/) 

Noro-Moseley Partners (httpV/www.noromoscley.com) 

North Bridge Venture Partners and Growth Equity thttpy/www.nbvp.com) 

Northern Light Development Corporation (httpV/www.nIvccom) 

Northwood Ventures (http://www.northwoodventures.com) 

Norwest Venture Partners (http://www.nvp,com) 
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Novak Biddle Venture Partners (http://www.r>ovaWdd!e.coni) 

Novartis Venture Fund (http://w^^w.venturefu^d.noartis.co^n) 

Novo Ventures US. Inc. (http^/wvAv.novo.dk) 

NIVIDA (hltpV/www.nivkJa.com) 

Oak Investment Partners (http://wvvw.oakinv.com) 

OCA Ventures (httpy/www.ocaventures.com) 

Okapi Venture Capital. LLC (http://www.okapivc.com) 

Omidyar Network (http://www.omidyar.com) 

ONSET Ventures (http://wvrw.onsetcom) 

OpenView Venture Partners (http://www.openviewparlners.com) 

Pappas Ventures (http;//www.pappa5ventures.com) 

PEI Funds (http://www.peifunds.com) 

Pelion Venture Partners (http://www.pelionvp.com) 

Pfi 2 er Venture Capital (http://www, pfizer.com/partnering/areas.ofJnterest/ventureJnvestmen is) 
Pine Brook Partners {http://www, pinebrookparners.com/) 

Pittsburgh Life Science Greenhouse (http://www.plsg.conV) 

Point Judith Capital (httpJ/vww.poinUom/pjc/) 

Polaris Partners (httpV/www.polarispartners.com) 

Pritzker Group Venture Capital (httpV/www.pr ltzkergroup.com/venture-capltal/) 

Prolog Ventures. LLC. (httpy/www.protogventures.com/) 

PTV Sciences (http://ptvhc.com/) 

Quaker Partners (http://www.quakerpartners.com/) 

Qualcomm Ventures (hltp://www.qualcommventures.com/) 
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QueslMark Partners (http://www.questrn.com/) 

Radius Ventures, LLC. (http7/www,radtus*20ventures.coni/) 

Redhills Ventures LLC (httpV/www,redhillsventures.cotn/) 

Redpoint Ventures (httpV/www.redpointconV) 

Relay Ventures (httpV/www.relayventures.com) 

Research Corporation T echnologies (http;//www.rctech.com/) 

Rho Capital Partners. Inc (http;//www.rho.conn/) 

Ridgewood Capital (httpV/www.ridgewoodcapital.com/) 

River Cities Capital Funds (httpy/www.rccf.com/) 

River Street Management, LLC (httpV/www.riverstreetmgtcom/) 

RiverVest Venture Partners (http://www.rivervest.com/) 

Rocket Ventures (httpV/www.rocketventures.org/) 

Rogers Venture Partners (httpV/vww.rogersvp.com/) 

RRE Ventures (httpV/www.rre.com/) 

RUSNANO USA, Inc. (httpV/www.rvc-usa.com/partners.html) 

S.R One. Limited (http://www.rone.com/) 

S3 Ventures (http://www, s3vc.com/) 

SABIC Ventures (http://www.sablccom/ventures/) 

Safeguard Sclentifics. Inc (http://www.safcguard.com/) 

Salesforce (httpy/www.s3lesforce.com) 

Sanderling Ventures (http://www.sandcrling.com/) 

SanOisk Ventures (httpV/www.sandiskcom/about-sandisk/corporate/ventures/) 
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Santd Ventures (http://www 5 anteventures.c 0 fn} 

Sapphire Ventures (http://www.svi35xom/) 

Scale Venture Partners (httpV/www.scalevp.com/) 

Schlumberger Technology Corporation (http^Avww^lb.com/) 

Seagate (http://www.seagate.com/) 

Second Alpha Partners (http://www5econdalpha.contV) 

Second Century Ventures (httpy/www.secondcenturyveniures.com/) 

Sequoia Capital (httpV/www5equoiacap.com/) 

SeventySix Capital (http://www.seventy$ixcapltal.conV} 

Shasta Ventures {hllp://www.shastaventures.com) 

Shell Technology Ventures (httpV/www5hell.com/global/future-encrgy/lnnovation/innovate-with- 
shetl/shell-technology-ventures.html) 

Siemens Venture Capital 

(http://flnafKe.slemens.com/financlalscrvlces/venturecaoital/pagcs/vcnture_capitaUspx) 

Sierra Ventures (http^/www.sierraventures.com) 

Sigma Partners (httpy/www.slgmapartners.com) 

Sigma Prime Ventures (http;//www.slgmaprimc.com/) 

Sigma West (httpV/www.sigmawesLcom) 

Silver Lake Kraftwerk (httpy/www.sllverlake.com/) 

Slater Technology Fund (httpy/www.siaterfur>d.com/) 

Sofinnova Ventures (httpy/www.soflnnov3.com) 

SOFTBANK Capital (httpy/www.sof tbank.com) 

SoftTech VC (httpy/www5ofttechvc.com) 

Split Rock Partners (httpV/Www^plitrock.com/) 
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SRI International thttp:/Awww.sri.conn) 

StarVest Partners, LP. (http7/www.starvestpartners.cofn) 

Steamboat Ventures (http://wvvw.steamboatvccom) 

Summit Partners (http:/Avww,summitpartners.conn) 

SunBridge Partners (http://www5unbridgepartners.com) 

Sutter Hill Ventures (http://www5hv.com/) 

SV Life Sciences Advisers. LLC (http://www.svlsa.com/) 

SVB Capital (httpy/www.svb.com/svbcapital/) 

Syngenta Ventures (httpV/Www.syngenla.com/global/corporate/en/about-svngenta/Pages;syngenta- 
venturcs.aspx) 

Tahoma Ventures (htlpV/www.johnfves.coni) 

TDF Ventures (httpy/www.tdfventures.com) 

Technology Crossover Ventures (http;//www.tcv.com/) 

Tenaya Capital (http://www.tenayacapltal.com/) 

The Coca-Cola Company Venturing and Emerging Brands Unit (http://www.vebatcol<e.com/) 

The Dow Chemical Company (http://wvvw.dow.com/) 

The Ohio Tech Angels (httpy/vww.ohiotechangels.com/) 

The Vertical Group (http-7/www.vertical-group.com/) 

Third Rock Ventures LLC (httpy/www.thirdrockvenlures.com/) 

Thomas. McNerney & Partners L.LC. (httpy/www.tm-partner.com/) 

Top Tier Capital (httpy/www.toptlercp.com/) 

Trailblazer Capital (http 7 /www.tfaIlbla 2 efcap.com/) 

TransLink Capital (http://www.trans(tnkcapital.com/) 
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Trident Capital (http://wvvw.tridentcapcom/) 

Trillium Group, LLC (http://wvvw.trillium-group.com/) 

Trinity Ventures (httpy/www.trinityventures.com/) 

True Ventures (httpV/www.tnjeventurcs.com/) 

Tyco (TYC) (httpV/www.tyco.com) 

U.S. Venture Partners (httpV/www.usvp.com/) 

Upfront Ventures (httpV/www.upfront.com) 

UPS Strategic Enterprise Fund (http://www.ups.com/sef/) 

USAA (http://www.usaa.com) 

Vantage Partners, LLC. (http://www.vantagepartners,com/) 

VantagePoint Capital Partners (httpV/www.vpcp.com/) 

Velocity Venture Capital (http://www.velocityvc.com/) 

Venrock (httpV/www.venrock.com) 

Venture Capital Fund of /Vmerica/VCFA Group (httpV/www. vcta.com/) 

Venture Investors (httpV/vvww.ventureinvestors.com) 

Verge (http://www.vergefund.com/) 

Verizon Ventures (http://www,verizonventures.com) 

Versant Ventures (http://www.versantventurcs.com) 

Vilicus Ventures (http://www.vilicusventures.com) 

Virginia Capital Partners (httpV/www.vacapItal.com/) 

Walden International (httpV/www.waldenintl.com/usa/inde)caspx) 

Walgreens (http://www.W3lgreens.com/toplc/wen-ventures/well-ventures-info,jsp) 

Warburg Pincus LLC (http://www.warburgincus,com/) 


Mp /ffMa-orgMoif'rwcWmafi&era/ 



101 


2n2f2015 M«mb«rs • NVCA 

Wellington Finandal (http://www.welllngtonfundcom) 

Western Digital Capital, Inc. (http://www.wdccom/) 

Western Technology Investment {http://vvvvw.westemtech.cofn| 
Weston Presidio (httpVAvww.westonprcsidio.com) 

Wiilowridge Partners, Inc. (httpV/www.willowridge.com) 

Wing (httpV/www.wlng.vc/) 

YEI Innovation Fund (httpV/www.yeifun.cofn/) 
yet2ventures (httpV/www.yet2ventures.com) 

Zetta Venture Partners (httpi/Avww. 2 ettavp.com/) 
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Mr. ISSA. Who is next? Mr. Cicilline, thank you for coming back. 
You are now recognized. 

Mr. Cicilline. Thank you, Mr. Chairman. Thank you to the wit- 
nesses for this very useful hearing. And, you know, I think it 
strikes me that it matters a lot how you look at the implications 
of both these Supreme Court decisions you have discussed and the 
proposed legislation depending on whether you are a plaintiff or de- 
fendant, whether you are defending a patent or being a defendant 
in a patent litigation action. 

So I think the goal here, at least from my perspective, is to have 
reforms which ensure that we have a strong patent system, but 
also ensure that we make the ability to resolve disagreements cost- 
efficient, fair, quick, and that we preserve the ability of small en- 
trepreneurs, particularly who have maybe economic imbalance of 
power in the system to be able to protect their inventions and their 
discoveries. 

So what I am wondering first is, should our focus be, you know, 
if the idea is how do we come to the quickest resolution or the 
quickest determination as to the validity of a claim. Shouldn’t we 
direct our attention to the pleading and discovery phases where we 
can make improvements to help arrive at that determination in a 
fairer, faster, more transparent way? And I know the Supreme 
Court decisions do not focus on those, but does the panel think that 
is an area we should focus on where there is the greatest oppor- 
tunity to eliminate the abuse that we are intending to eliminate? 

Mr. Taylor. Who did you want to answer that? Well, let me take 
a first stab at it. 

Mr. Cicilline. Yes, Mr. Taylor. 

Mr. Taylor. It is always the case when a lawsuit is filed that 
the defendant will sit down with the patent and ask its lawyers to 
locate whatever prior art they can. Often the defendant will have 
the better prior art and to assess the strength of the claims, and 
if the claims are really genuinely not valid. I have had a number 
of situations in bringing prior art to the attention of the plaintiff 
and the case went away. It is one of those issues that you should 
be able to resolve early if you can. 

One of the reasons for the AIA proceeding was to allow the liti- 
gants to get the validity issues out on the table. An AIA proceeding 
costs substantially less than trying to do it through a district judge 
and combative adversarial lawyers. And so, that is a partial answer 
to your question. I am not sure it is complete. 

Mr. PiNCUS. I think certainly those are two critical elements. I 
would not say they are the only ones, but I do think they are crit- 
ical. I think at the pleading stage, I think everybody has agreed 
today that anybody filing a lawsuit should be able to identify the 
particular claims that they think are being infringed and the par- 
ticular articles that are infringing. That seems pretty basic, and 
that is basically what the Innovation Act pleading provision re- 
quires. 

And I think with respect to discovery, the critical question is 
staging the discovery to fit the part of the proceeding. Everybody 
should want to have the discovery, if there is any relating to the 
Markman proceeding, before the Markman proceeding. That then 
puts pressure on the judge to have to decide the Markman issue 
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right then, and then move to the next phase of the proceeding. You 
know what the patent means. Now, let’s look at validity and in- 
fringement and get the relevant discovery with respect to that. So 
staging things in that way is quite sensible. 

I think the other critical ingredient is something that levels the 
economic playing field because it still will be the case even if you 
make those changes that the costs of litigation are going to be 
asymmetric as it moves forward. And so, the question then is how 
do you incentivize a defendant to not settle a claim that he knows 
is pretty much abusive at the beginning when the settlement offer 
that is being made is less than 

Mr. CiciLLiNE. Okay, I take it back. I just have a few minutes 
left, 1 minute left. I just want to ask Mr. Wamsley, you said we 
should not act on Alice, legislate right away. And I am wondering 
whether or not it might make sense for us to see Highmark and 
Octane, how they play out, whether or not the Court may have ac- 
tually solved at least that piece of the problem. Does it make some 
sense to give these decisions some time to be absorbed the Court? 

And then secondly, I would just ask Mr. Taylor or any of the 
other panelists, what can we do to protect small investors who 
might be disadvantaged by some part of the Innovation Act? We 
want to deal with this issue of patent trolls in a serious way, but 
are there any suggestions you can make of things we should be 
looking at that will protect the small investors? 

Mr. Taylor. Small investors? 

Mr. CiCiLLlNE. Small entrepreneurs? 

Mr. Taylor. I think that protecting investors, it is terribly im- 
portant to get rid of the joinder provisions that allows a prevailing 
defendant to turn to the owners of a company, pierce the corporate 
veil, and make the owners stand liable for attorney’s fees. And the 
statute is capable of being read that way, although I think it is 
somewhat ambiguous. The concern we have is that it will be read 
that way. I think that provision is just anathema to encouraging 
venture capital investment. 

Mr. CiCiLLlNE. Thank you. I yield back, Mr. Chairman. 

Mr. ISSA. Thank you. We now go to the gentleman from Pennsyl- 
vania, Mr. Marino. 

Mr. Marino. Thank you. Chairman. Mr. Taylor, let us talk a lit- 
tle bit about the venture capitalists. How widespread is the market 
in venture capitalism with regard to patent litigation? 

Mr. Taylor. I do not think that for most venture-backed compa- 
nies patent litigation to date has been a significant problem. The 
ones that I am aware of and the ones that I have actually person- 
ally dealt with have almost all been venture-backed companies 
being sued by larger competitors because they have got an innova- 
tive technology that the larger competitor sees an advantage to 
taking out. 

Mr. Marino. Would you agree with me that in most situations, 
those individuals investing in venture capitalists concerning patent 
litigation or any other investment pretty much know what is going 
on, what they are investing in? 

Mr. Taylor. I think as a general proposition, yes. 

Mr. Marino. Okay. And you talk about piercing the corporate 
veil, which is an interesting point. But would you agree with me 



105 


that in order to pierce the corporate veil, the investors would have 
to know or should have known that there was unethical or even 
criminal activity taking place with the investors, with the prin- 
cipals who are running the investment? 

Mr. Taylor. State laws differ with respect to the requirement for 
piercing the corporate veil, and there are a number of situations in 
which courts have done that. But in general, I can tell you that 
most investors assume if you are just buying stock in a company, 
you are not assuming any responsibility for a company’s liabilities. 

Mr. Marino. I know you are right. It is something that could 
rear its ugly head, but not on a regular basis or highly unlikely. 
You have to show intent on the part of the investor that they were 
condoning, or allowing, or turning a blind eye to what was taking 
place with whom they gave money to invest. 

Mr. Taylor. The way I read this legislation is that if someone 
has a financial interest, the owner of patent, and given the joinder 
rules, they are susceptible to being joined. That is one of the funda- 
mental problems that surfaced when I first read it. 

Mr. Marino. Have you seen situations where that has occurred 
where investors were held liable because of activity on the part of 
the principles? 

Mr. Taylor. Not to date. 

Mr. Marino. Okay. Let us talk a little bit also about courts. I 
clerked a long time ago for a Federal judge at least in my last year 
in law school and then as a prosecutor, U.S. attorney. I am very 
familiar with the Federal court system both in the criminal and the 
civil side. U.S. attorneys have responsibilities on the civil side to 
resolve cases as well. 

And I found over the years and years of my experience that 
courts are just reluctant to award attorney’s fees, to fee shift, even 
for egregious activity. I have been in court numerous times and 
showed clearly evidence that was purposely withheld or false state- 
ments were made, and the courts would not sanction or award fees. 
So what other way could this be handled other than re-legislating, 
among other things, that issue of awarding fees? 

Mr. Taylor. Well, the mechanisms are in place for truly abusive 
and frivolous litigation already. 

Mr. Marino. I understand that, sir. They are there. You studied 
the Federal rules. I know the State rules at least in a couple of 
States. But the courts are just not doing it. 

Mr. Taylor. I think Congress 

Mr. Marino. Can you give an example of why they are not doing 
it? 

Mr. Taylor. Since the Octane case was decided last summer, 
there have been 49 cases in which the prevailing party sought fees, 
and in 21 of those cases the court has awarded it, which I think 
is a different equation today than existed at the beginning of last 
year. There is a quotation from Justice Sotomayor from a copyright 
case, and she lists the kind of activities that should give rise to a 
fee award, and they include asserting frivolous positions. 

Mr. PiNCUS. Congressman, can I 

Mr. Marino. Go ahead. Yes. 

Mr. PiNCUS. So here is the problem. In the real world, there is 
Rule 11, but the problem is very few people ever seek fees because 
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what they do in these cases is they decide it is cheaper to settle 
than fight. So the fee application never happens because the case 
is settled. 

What you want people to do is stand up and say I am going to 
fight this because I think this fee standard gives me some reason- 
able belief that if I fight, I am not going to end up a net economic 
loser. And that is the critical change that has to be made is to get 
people willing to invest the time to fight, which will change all of 
the incentives in the action. I wonder if I could just 

Mr. Marino. Well, that is going to be up to the Chairman be- 
cause my time is well over. 

Mr. ISSA. If on the subject of the question you want to complete 
your answer you may, but only that, please. 

Mr. PiNCUS. I will be very quick, Mr. Chairman. I know Mr. Tay- 
lor is very worried about this interested party provision. But I 
would just urge people to read the text of the Innovation Act, which 
is quite restrictive and specifically says that just having an eco- 
nomic interest in the company is not enough to make you an inter- 
ested party. 

Mr. Marino. I would agree with that. 

Mr. IsSA. Thank you. The gentleman from Florida, a fellow 
Michigan graduate, although I was down the street. I was at Siena 
where you at the big school. University of Michigan, Ann Arbor. 

Mr. Deutch. I think we saw you in the stadium some Saturday 
afternoon. 

Mr. IssA. Well, that is because we did not have a football team. 
We had women’s field hockey. The gentleman is recognized. 
[Laughter.] 

Mr. Deutch. Thank you. Chairman Issa and Ranking Member 
Nadler, for holding this important hearing today. There is no ques- 
tion that we have got to address the real problem of patent trolls 
and truly fix the broken patent system. Any legislation that moves 
forward from this Committee has to strongly promote, not stymie, 
American innovation and ingenuity. 

We have got to take into account the rights of inventors and 
small businesses, make it harder for patent trolls to take advan- 
tage of this system at the expense of legitimate practitioners and 
third parties. And if we fail to balance these goals, then we are 
going to hurt American businesses, weaken inventors, harm our 
universities, and seriously damage our economy. 

I am personally committed — personally committed — to improving 
our patent system. That is why I introduced the End Anonymous 
Patents Act that would help end the secret system of patent owner- 
ship. I strongly support many provisions in this bill, including the 
new transparency rules and many others. But I genuinely worry 
that the legislation as currently drafted contains languag:e that 
could actually weaken a patent holder’s willingness and ability to 
protect their valid patent rights. 

I am also concerned that the legislation fails to take into account 
the new and significant shift in the law that was the result of Su- 
preme Court cases. That change in law and the change in the 
courthouses, Mr. Pincus, I would suggest is also the real world. 
These cases give district court judges significant and expansive dis- 
cretion to award fees to a prevailing party, and they have more 
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than ever. I trust judges that know the facts intimately to properly 
exercise such good discretion rather than rigid rules set by Con- 
gress that cannot separate the innovative inventor from the patent 
troll. 

And as much as I like H.R. 9, I am concerned that the loser pays 
attorney’s fees provision in the bill may, in fact, deter patent hold- 
ers from pursuing even meritorious patent infringement claims. I 
am worried that small businesses and independent inventors will 
be affected. Mr. Taylor, those are perhaps companies that you 
know best. 

So I would ask after Octane Fitness — Mr. Taylor you just spoke 
about this. Now, you pointed out that judges have awarded fees in 
patent cases far more than they have before, so here is the real 
question I have. In light of all of the steps that have been taken 
by the PTO, by Congress, and now by the Supreme Court, Mr. Tay- 
lor, help me understand why it is necessary to place additional bur- 
dens on the individual who is seeking to defend his or her property 
right. 

Mr. Taylor. I do not think you should be placing additional bur- 
dens on the person trying to defend his or her property, nor do I 
think we should be placing additional burdens on litigants who 
have been sued by larger competitors. Those are serious concerns. 
And I think the way you stated it, I would certainly subscribe to. 

Mr. Deutch. Do the Supreme Court decisions make it harder for 
patent owners to file frivolous lawsuits? Does it make them think 
more in light of the decisions that have come down in what we 
have seen in Federal court? 

Mr. Taylor. I think that the reason you have seen a drop off is 
patent owners are going back to the drawing board with their law- 
yers and seriously examining whether or not they are inviting a fee 
award at the end of a losing case rather than a settlement. But 
bear in mind, the bulk of these cases will continue to settle, and 
the fee award, by raising the risk to both sides, gives the plaintiff 
a very good argument to the defendant for why you ought to settle 
the case without taking it to trial. 

Mr. Deutch. Now, you had said in your testimony, Mr. Taylor, 
that if the Innovation Act as written were to pass, it would have 
a chilling effect on investment and patent-intensive companies. 
Can you just expand on that? And I apologize if you have already, 
but I had two other hearings. 

Mr. Taylor. Well, I think for all the reasons we have been talk- 
ing about, I think the fee-shifting proposal is going to make it more 
difficult and certainly make it riskier. I believe the fee-shifting pro- 
posal is going to raise the expense. I think that the pleading re- 
quirements are going to raise the expense because what will hap- 
pen as a practical matter is I file a complaint, and you are the de- 
fendant, and you come in and say, hey, look. Congress has listed 
20 things here that you have to comply with in order to file a valid 
complaint. 

And I am going to say to the Judge, well, I think I have done 
them all. Your Honor. And then there is going to be a motion filed 
as to a number of those points that is going to be $30,000 or 
$40,000 per side just to resolve whether the complaint is any good. 
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Mr. Deutch. I only have a few seconds left. Can you describe 
some of the types of companies that might be affected in that way? 

Mr. Taylor. Companies in the energy business who depend ter- 
ribly on their patents, biotechnology companies, pharmaceutical 
companies, medical device companies. The medical device compa- 
nies are particularly vulnerable because a medical device takes a 
lot of development time. It is so easily copied. And unlike pharma- 
ceuticals, the FDA process for clearance of a medical device if you 
have got another device on the market is quite simple. 

And so, for medical device developers, unless they can protect 
their patents, they are dead in the water, and the larger companies 
are watching the marketplace. They spot the new technology, new 
trends. And it is not uncommon for medical devices quickly to be 
copied by their larger competitors. 

Mr. Deutch. Thank you, Mr. Chairman. Yield back. 

Mr. ISSA. You are most welcome from one Michigan kid to an- 
other. Sort of Michigan. 

We now go to a man who understands State court law. Judge 
Poe. 

Mr. Poe. Thank the Chairman. Thank you all for being here. 
Yes, it is true. I did serve as a district judge in Texas for 22 years, 
but it is a fact universally that most cases settle. Civil cases, crimi- 
nal cases, big cases, little cases, traffic cases, most of them settle. 
Is that not a truism in our court system. State and Federal? Any- 
one disagree with that? 

[Nonverbal response.] 

Mr. Poe. Most cases do not go to trial. They settle somewhere 
early on. They settle on the steps of the courthouse. They settle 
when they see who the judge is. They settle eventually. It is a uni- 
versal issue about litigation and the cost of litigation when some- 
one decides to sue another one. How much is it going to cost and 
who is going to pay for that? This a discussion that has been going 
on since before any of us probably were lawyers. 

It seems to me that public policy, we want people to be able to 
go to court if they can if they have what they believe to be a legiti- 
mate case of some kind. And if they win, great. If they lose, there 
is always the theory or threat, well, I have lost, now I have got to 
pay, and I do not have the money to pay. 

Let us talk about this issue of patent trolls, use the definition, 
whatever you prefer. Would not what would happen is, and let us 
take the new legislation. Mandatory to the judges, you got to im- 
pose these fees. Patent trolls are not going to be paying those fees, 
are they? The judge finds it is a frivolous lawsuit. These patent 
troll companies, they just go out of business and start another busi- 
ness. Is that not what is going to happen? It is a question. If any 
of you want to answer it, it is fine. 

Mr. Taylor. I do not know exactly how that is going to play out. 
What I do think, though is that the courts have today the mecha- 
nisms to put in place assurances that that will not happen. The 
courts had, for example, what we may see is the attorney’s fee 
issue does not have to wait until the end of the case. And indeed 
what I am told by some of my friends who are representing people 
actively today in litigation is there is already posturing going on 
among the lawyers to set up the fee issue at the end of a case. 
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And if you are dealing with a genuinely impecunious plaintiff 
and it has no real party interest, and there are mechanisms al- 
ready in the Federal rules for finding out who the party-in-interest 
is. And it is not very many real parties-in-interests that are com- 
pletely impecunious. The judge is in a position to make rules that 
either make them streamline the case to the point that it can be 
afforded, or make some kind of a presentation or representa- 
tion — 

Mr. Poe. That was not my question. Is that going to be the end 
game, they are just going to re-incorporate under another name? 
Anybody else want to weigh in on this? I have one other question, 
too. Go ahead. 

Mr. Gupta. If I may. Congressman. I think the Reform Act’s pro- 
vision dealing with ensuring that people who are funding the enter- 
prise and funding the entities who are acquiring patents just to sue 
people is a thoughtful solution to that issue. If you peel behind sort 
of the actors who are funding a lot of this, there are a lot of com- 
mon players. I think I have seen research that said more than 60 
percent of troll actions are really initiated, are funded by a very 
small group of companies. 

And so, I think the reason that patent lawsuits settle as much 
as they do is because patent litigation is very expensive, and small 
companies in particular. And I have data that I have cited from 
MIT and Harvard, very recent studies, saying that they are really 
impacted negatively when they have to deal with patent suits rath- 
er than spending their resources in creating technology. 

Mr. Poe. I understand. That is what some of them say, and I do 
not necessarily disagree with them. My other question is, having 
been a judge, of course, I think the trier of fact or the person who 
gets to hear the whole case is in a pretty good position to make 
some decisions about attorney’s fees, if you will. I agree with that 
philosophy. Except for the statistics mentioned by Mr. Taylor, why 
have Federal judges been reluctant to order fees since they can al- 
ready do it? They have the discretion. Why do they not do it? 

Mr. Taylor. Prior to the decisions of the Supreme Court in Oc- 
tane and Highmark, there had been in place for at least a decade 
Federal circuit decisional law that made it essentially impossible 
for the prevailing party, a prevailing defendant particularly, to re- 
cover attorney’s fees. And the message one gets from the two deci- 
sions written by Justice Sotomayor is that we, the Supreme Court, 
reject that approach. We think the district judge, as you just stat- 
ed, is in a way better position than the Court of Appeals to decide 
whether or not there is a reason to shift fees. And we are going 
to entrust that issue to the discretion of the judge. The Federal cir- 
cuit may no longer review it de novo. The Federal circuit is re- 
quired to review it. 

Mr. Poe. Let me interrupt because I am out of time. 

Mr. IssA. Yes, you are. 

Mr. Poe. If the Chairman would let me ask the question? 

Mr. IsSA. Without objection. 

Mr. Poe. Look, the district judge who hears the whole case but 
early reversed the decision of the district judge if there is an abuse 
of discretion as it is under some other types of law. 

Mr. Taylor. Correct. 
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Mr. Poe. Would that be a fair analysis 

Mr. Taylor. Yes. 

Mr. Poe [continuing]. Of something that maybe we should con- 
sider? 

Mr. Taylor. That is what the decision in Highmark and Octane 
specifically state. 

Mr. Poe. I understand. I yield back. 

Mr. ISSA. I thank the gentleman for yielding back. I would re- 
mind all the witnesses that we do allow significant revise and ex- 
tend in order to comment further on some of the specifics where 
a question could not be fully answered. So it is not full amicus, but 
we certainly would look forward to your further comments. 

We now go to the gentleman from Brooklyn, Mr. Jeffries. 

Mr. Jeffries. Thank you, Mr. Chair, and I thank Ranking Mem- 
ber Nadler as well, and thank the witnesses for your presence and 
your testimony here today. 

I want to explore this issue of trying to help through the Innova- 
tion Act startup companies, tech entrepreneurs, young inventors, 
and others, the small inventor, which is of particular importance 
to me. The Chairman noted that I am from Brooklyn. We have a 
growing technology and innovation economy filled with tech entre- 
preneur startup companies, new inventors. 

And, you know, Mr. Taylor, you seem to indicate in your testi- 
mony that in your view, the Innovation Act would hurt these enti- 
ties. But in speaking to some tech entrepreneurs and some small 
startup companies, who have had experiences with patent trolls, 
one of the concerns that they face is that because there is such an 
imbalance right now, and abusive litigation is not being decided on 
the merits, which it should be, but is being decided on the basis 
of the expensive cost of litigating to the very end. 

Even if you believe that the case being brought is invalid, would 
not the Innovation Act in its effort to restore this litigation balance 
so that people can make decisions based on the merits of the claim, 
actually help the tech entrepreneur, the startup company, and the 
young inventor? 

Mr. Taylor. I do not believe that that would be the case, and 
the reason is that the way in which the bill is structured, the en- 
hanced pleading requirement is going to raise the cost of getting 
the court even to have the initial pleadings in place. The fee-shift- 
ing provision is going to become an amount of money that the de- 
fendant has to take into account as what it is facing by way of risk 
at the end of the case. And it is going to create more pressure on 
the defendant to settle than exists today. 

I agree with you. Today the cost of litigation is prohibitive, and 
it is particularly prohibitive for small companies. But I do not 
think this bill gets rid of that. 

Mr. Jeffries. Now, in terms of the enhanced pleading, I would 
note that when the Private Securities Litigation Reform action or 
Act was passed, I think, in the late 1990’s, which put in enhanced 
pleading as it relates to securities litigation, there was a view 
amongst many that this would hurt the ability of the small indi- 
vidual investor, the individual plaintiff, the type of person that I 
am concerned with — I was not in Congress at the time — to actually 
bring actions holding big companies responsible for financial impro- 
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priety. But that, in fact, has not been the case, notwithstanding the 
enhanced pleading. And that is in a much broader context, the se- 
curities litigation, than the specialized area of patent litigation. 

So on the fee-shifting point, however, I am very interested in be- 
cause I am sensitive to the concern as it relates to separation of 
powers, one that I think the Judiciary Committee should take seri- 
ously, that the House of Representatives should take seriously, in 
terms of us being a co-equal branch of government. And at the end 
of the day, you know, the Supreme Court and the courts at the cir- 
cuit level and the district court level should be separate and co- 
equal and have a capacity to determine how matters should pro- 
ceed through the judiciary, though Congress has the authority to 
do it. 

That said, in the post-Octane environment, you made mention of 
the fact that courts now appear more willing to shift fees. Is that 
correct? So what I am trying to understand is since the Court said 
the previous standard, which I believe was objectively unreason- 
able and asserted in bad faith, was not the standard that should 
be applied in determining whether this was an exceptional cir- 
cumstance. And that we have now got a standard where we have 
shifted the burden to say that the court shall award fees unless the 
case was reasonably justified in law and fact. 

It is not clear to me that there is a lot of space between the en- 
hanced Supreme Court directive and the attorney’s fees provision 
that is in this bill. And I would be interested in, you know, your 
observation, Mr. Pincus, and the observation of Mr. Taylor if time 
permits. 

Mr. Pincus. I think the difference is the Supreme Court’s stand- 
ard is basically sort of a Gestalt standard, right? They say it is ex- 
ceptional and the district court can consider all relevant factors in 
deciding whether or not it is exceptional. And so, I think the prob- 
lem is in terms of both getting some uniformity across district 
courts and also in terms of having a standard that people can an- 
ticipate how it might be applied in a particular case, that is not 
really a very helpful test. 

And I think the testimony that is in the Innovation Act focuses 
the district judge on some key factors. One is, as you say, reason- 
able in law and fact, and then the countervailing consideration 
about whether special circumstances, and it specifically says such 
a severe economic hardship to an inventor. So specifically saying if 
this is going to hurt a small inventor, do not do it, I think focus 
the district judge on the key factors in a way that the current law 
does not because it sort of says look at everything and make this 
decision. 

Mr. Jeffries. Thank you. 

Mr. ISSA. Okay. Seeing no further questions for our witnesses, I 
want to thank you for your testimony here today. I want to thank 
you for your candor. And, again, to the extent that you want to give 
us additional information either to be placed in the record, that 
would have to be within 5 legislative days. So without objection, all 
Members and our witnesses shall have 5 legislative days in which 
to submit additional written questions for the witnesses or addi- 
tional materials for the record. Anything coming in after that will 
still be disseminated to all the Members of the Committee. 
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We stand adjourned. 

[Whereupon, at 3:43 p.m., the Subcommittee was adjourned.] 
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Introduction 

The members of United for Patent Reform are a broad and diverse group of Main Street, 
high tech, and manufacturing , companies — from internet service providers to home builders, 
briek-and-morter retail stores to wi-fi technology providers — that all share two essential goals: 
to give real meaning to the constitutional recognition that intellectual property is protected in 
order to “promote the progress of science and the useful arts” and to fight back against abusive 
litigation tactics that undermine that aim. Our nation’s courts provide a critical forum for 
protecting patent rights, and thus for ensuring that we continue to reward the innovation that has 
long made the United States the envy of the globe. But in recent years, those who abuse the 
patent system through litigation have become more energetic, more predatory, and more 
successful as they take advantage of the costs and uncertainties of federal litigation to leverage 
settlements and accommodations to which they have, in fairness, no right. 

While patent trolls are wreaking havoc on American businesses large and small, there are 
some who say recent Supreme Court rulings have solved all our patent problems and there is no 
more need for patent reform legislation. Nothing could be further from the truth. Patent trolls 
continue their assault on American businesses, and the need for patent reform is greater now than 
ever. Many who have long opposed any patent reform pointed to the temporary drop in lawsuit 
filings after the CIS Bank vs. Alice decision and declared “mission accomplished.” Not 
surprisingly though, after an initial decline in lawsuits, since November of 2013, patent suits 
have once again spiked up and remain at historic highs. 

Contrary to our opponents’ rhetoric, even after the recent Supreme Court rulings, patent 
trolls are still filing the majority of these lawsuits and continuing to rob businesses of critical 
resources and to drain billions of dollars from our economy. Patent litigation reform is about 
stopping patent troll’s lucrative business model of sending vague demand letters and using 
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overly broad patents to file lawsuits and get shakedown settlements. The Supreme Court’s 
recent decisions did nothing to stop these practices. Only Congress can pass the comprehensive 
reform needed to put abusive patent trolls out of business for good. The recent introduction of 
the Innovation Act is a strong first step to making that a reality. 

Our patent system is strong, and is being made stronger through recent reforms and 
efforts by the Patent and Trademark Office and by Congress and by the courts. But the abuses of 
our litigation system cry out for correction, and United for Patent Reform has championed seven 
straightforward reforms that will make efficient and effective changes, without harming the 
value of patents, but curtailing the possibilities of manipulating the litigation of those patents to 
unfair advantage. 

Stopping Abusive Demand Letters 

Patent trolls use so-called “Demand Letters” to target small and medium sized 
businesses. Rather than going to the trouble and expense of filing an actual lawsuit, a patent troll 
will simply send a letter to a legitimate business — sometimes to dozens or even hundreds of 
businesses at once — claiming the business has infringed a patent held by the troll. The only 
solution, the troll will usually say, is a quick cash payoff. 

These letters are typically mass produced form letters that have little or no facts about 
what alleged infringement has supposedly occurred. The letters often fail to identify the patent 
supposedly being infringed or what the business being sued has done to infringe it. The letters 
always include a threat of costly lawsuits to follow if a payment to “settle” the matter is not soon 
made. 

The infringement alleged by the demand letter is often based on the business’ use of a 
commercial product, like a printer, a wi-fi router, or a software program that the business buys 
from a commercial vendor to use in its day-to-day operations. Most small and medium sized 
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businesses who receive demand letters face only bad choices: they know they have likely done 
nothing wrong, but they either must pay the troll; hire an expensive lawyer just to get advice 
about what to do; or fight the troll in court, where “winning” can often cost many times more 
than just paying the original settlement offer in the demand letter. 

Congress should act to protect innocent business from this abuse. Someone accused of 
infringing a patent in a demand letter must be told at least the basic facts supporting that 
accusation. Congress should clarify that transmittal of a demand letter that fails to give genuine 
notice of the alleged infringement is a fraudulent act. 

Making Trolls Explain Their Claims 

Trolls often file threadbare complaints based on no investigation with only boilerplate 
recitals in the hope that discovery will uncover a plausible claim or that the burden and expense 
of responding will coerce defendants into a quick settlement. Under current law, the trolls are 
not required to identify the patent that they claim is infringed, the product or process that 
allegedly infringes that patent, or why the troll believes that the infringement in occurring. 

These lax rules allow patent trolls to file tens and even hundreds of cookie-cutter lawsuits 
that include no real details about the claim. The troll’s hope is that during the discovery phase of 
the trial, it might uncover a plausible claim or that the burden and expense of responding to the 
discovery request will coerce the troll’s target into a quick cash settlement. 

A legitimate business hit with a barebones infringement suit cannot judge the merits of 
the suit, accurately determine its legal exposure, prepare an answer, design a defense strategy, or 
decide which documents need to be collected and produced. In these vague, poorly designed 
cases, discovery evolves into unfettered and expensive fishing exposition in which the burden is 
disproportionately borne by the defendant. 

Congress should put an end to this abusive practice by ensuring that defendants in 
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infringement suits are given genuine notice of the claims against them. The law should state that 
a claim alleging patent infringement does not state a plausible claim for relief — and therefore 
must be dismissed — unless it identifies: (1) the patent allegedly infringed, (2) the allegedly 
infringing product or process; (3) how the product infringes the patent; and (4) and party having 
a financial interest in any recovery. 

Protecting Innocent End Users 

Traditional discussions about patent litigation focused on two parties: a patent holder and 
the manufacturer of a product that allegedly infringes the patent holder’s patent. But today, 
patent trolls are increasingly targeting a third party — the alleging infringing product’s end 
users — by suing them for patent infringement or demanding extortionate settlement payments 
simply for using an off-the -shelf product in their day-to-day businesses. 

End users of a product differ from the product’s manufacturer in several critical ways that 
make patent lawsuits against them particularly attractive to trolls looking for quick settlements. 
First, end users often lack familiarity with patent litigation. They don’t know how to judge the 
merits of a patent troll’s legal threat or accurately measure the merit of a patent lawsuit filed 
against them. Second, they usually lack the same level of technical sophistication as the product 
manufacturer. Most end users operate in non-technical industries and lack technical expertise 
with the patented subject matter. They tend to be ’’Main Street” businesses like retail stores, 
restaurants, hotels, non-profits, public agencies. Realtors, homebuilders, and small 
manufacturers. Finally, most end users have no stake in the determination of the patent’s 
infringement or validity. The patented technology is usually ancillary to the end user’s business, 
which often leads them to avoid the costs and risk of litigation by settling even meritless claims. 
All three of these factors make end users particularly vulnerable to patent trolls. 

Congress should ensure that when a product manufacturer and end user are both involved 
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in infringement actions involving the same products and patents, the courts will stay claims 
against the end users and proceed first with the claims against the product manufacturer. 

Defining the Case before Full Discovery 

To decide the meaning of the asserted patent claims, patent cases incorporate a unique 
procedure — a Marhvan or claim construction ruling — during which the judge rules on the 
appropriate meaning of key words and phrases in the patent claims. The court’s claim 
construction ruling often resolves or significantly narrows the scope of the case. Requiring 
patent trolls to explain and judges to decide what a patent means at the beginning of a case will 
drive early resolutions, preserve scarce judicial resources, and avoid unnecessary and expensive 
discovery for the parties. 

Staying discovery not necessary to the construction of the claim language until the 
district court issues its Markman decision will force courts to conduct early claim construction, 
which reduces patent trolls’ ability to extract settlements. Trolls often attempt to stretch patent 
claims far beyond the original invention to support demands for expansive, broad-ranging 
discovery. Because broad discovery is tremendously expensive and burdensome for the 
defendant, it is cheaper and easier for many defendants to simply settle with the trolls rather than 
defend the claim. Determining the scope of the patent right before full discovery stops this 
practice. Many trolls will drop their case when their specious claim constructions are rejected, 
and if not, an swAy Markmcm decision allows courts to consider summary judgment motions and 
promotes settlement. Even when early case resolution is not possible, early Marhncm decisions 
narrow and focus discovery, lowering overall costs for all parties. 

When a ruling relating to the construction of the patent claims asserted in a complaint is 
required, Congress should ensure efficient patent litigation by requiring courts to limit discovery 
to only that information necessary for the court to construe each asserted patent claim until the 
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claim construction ruling has issued. 

Stopping Discovery Abuses 

Patent litigation is notoriously expensive. A large portion of that expense comes from the 
costly discovery process by which the parties disclose of all relevant facts and documents to the 
other side prior to trial. 

When patent trolls sue companies for patent infringement, there is often a dramatic 
imbalance in the discovery process. Because trolls don’t make anything, they have few 
documents to produce, so their own discovery costs are minimal. They have every incentive, 
however, to make discovery as expensive and burdensome for their targets as possible by making 
expansive discovery requests. This, in fact, is a part of the patent troll business model: Patent 
trolls try to drive-up expenses, and impose them as early as possible in the legal process, by 
seeking expanded discovery on their targets in order to force a quick cash settlement. 

In truth, only a small number of documents produced in litigation are ever relevant to 
determining liability for patent infringement and most of those would fall within the category of 
“core documents.” To level the discovery playing field, we believe that Congress should 
mandate that the party seeking discovery beyond core documents pays for the costs associate 
with the expanded discovery. This will deter unreasonable discovery demands and make 
litigation more efficient. The parties would still be able to obtain the documents they need, but 
trolls will not be able to exploit the discovery process to force innocent parties to pay settlements 
just to avoid crushing legal fees. 

Making Abusive Trolls Pay 

Patent trolls will often file dozens, and in some cases, hundreds of lawsuits in a single 
day even though they know the eases have little or no merit. This behavior wastes the judiciary’s 
time and impose tremendous costs on the businesses they sue. Trolls leverage the significant 
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expense of patent litigation to force defendants to settle to avoid the millions of dollars required 
to defend a suit. Even successfully defending against a meritless patent suit can cost over $1 
million in legal fees for a small business and an average of over $6 million for a larger company. 

Given how costly it is to go to court, many defendants, even those who know they have 
not committed any patent infringement, simply choose to settle the case. The inequities in 
current law force legitimate businesses to choose the lesser of two evils and pay the trolls 
because fighting the suits is too expensive. This structural imbalance makes the patent troll 
business model profitable and attractive. 

Congress should fix this imbalance by passing legislation to require the winning parties 
in truly frivolous patent cases to be awarded reasonable fees and expenses by the losing party. 
Because many patent trolls are intentionally designed to be asset-free to avoid this very sort of 
responsibility, such legislation must also include fee recovery mechanisms, to assure that well- 
funded backers of abusive shell entity plaintiffs do not escape accountability. This solution 
would reduce the significant cost leverage that trolls currently enjoy without hindering the ability 
of patent owners to bring legitimate infringement suits. Moreover, although the proposed reform 
presumptively awards fees to the prevailing party, it also gives courts discretion to not award 
fees when the patent owner’s position and conduct are substantially justified. 

Enhance and Preserve Less Expensive Administrative Alternatives 

Our coalition supports balanced possible legislative reforms to eliminate or minimize the 
incentives that encourage patent trolls to engage in abusive litigation, but no part of those 
reforms should undermine the existing laws and administrative procedures meant to prevent 
abuse of the patent system. Foremost among those are the existing procedures for efficiently and 
fairly challenging questionable patents before the PTO. Any revision of the patent laws must be 
careful to enhance or maintain, rather than diminish, the PTO’s existing procedures for 



122 


preventing litigation abuses. 

The PTO’s implementing rules for the America Invents Act specifically require that the 
Patent Trial and Appeal Board use the broadest reasonable interpretation (or “BRT’) standard 
when performing claim construction. Thus, the patent system currently maintains two claim 
construction standards: (1) the BRI standard applied by the PTO; and (2) the narrower Phillips 
standard used by federal courts to determine infringement and invalidity. These parallel 
standards must be maintained because they eliminate the possibility that a claim, once issued by 
the PTO, will be interpreted more broadly in the courts than it was before the PTO or can be 
justified by the underlying application. In addition, the BRI standard serves a public notice 
purpose of informing potential infringers of the broadest scope of the claims, outside of which 
there would be no infringement. Congress should preserve the BRI standard as the PTO. 

The America Invents Act also introduced an important new post-grant review procedure 
within the PTO allowing a petitioner to challenge the validity of one or more claims of a recently 
issued patent. This new administrative, adversarial proceeding acts as an efficient, low-cost 
alternative to district court litigation. However, the Act also included an estoppel provision 
providing that the petitioner cannot assert in a later civil action that the challenged claims are 
invalid “on any ground that the petitioner raised or reasonably could have raised during that post- 
grant review.” Although the inclusion of the expansive “or reasonably could have been raised” 
language is widely attributed (including by the Act’s sponsors) to a scrivener’s error made by the 
legislative staff charged with making technical corrections when the bill was reported by the 
House Judiciary Committee, it is now law. As written, this provision is both overly broad and 
vague: Too broad because if the petitioner loses, it forfeits nearly all of its rights to challenge the 
patent in federal court; and too vague because what a petitioner “reasonably could have raised” 
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before the PTO remains undefined and unknown. Congress should strike the “reasonably could 
have raised” language from the text to return the law to its original Intent: a means of preventing 
challengers of patent claims from getting more than one bite at an apple on the same issue. 

Conclusion 

United for Patent Reform is confident that these changes, all of which simply reflect the 
realities of effective and efficient patent litigation, will serve to preserve the value of good 
patents while limiting opportunistic litigation abuse. Although the recent Supreme Court cases 
made modest and narrow improvements to U S. patent law, those cases did little to stop patent 
trolls’ lucrative business model of asserting meritless patents and extorting shakedown 
settlements. Only Congress can pass the multi-faceted reform needed to put them out of business 
for good. United for Patent Reform stands ready to assist the Congress and its Members in 
making these proposals a reality. 
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EXAMINING RECENT SUPREME COURT CASES IN THE PATENT ARENA 

STATEMENT OF CHARLES DUAN 
DIRECTOR, PATENT REFORM PROJECT, PUBLIC KNOWLEDGE 


Chairman Issa, Ranking Member Nadler, and Members of the Subcommittee: 

Thank you for providing me with the opportunity to submit the following testimony 
for the record of this hearing on recent Supreme Court patent cases. 

Public Knowledge is a non-profit organization dedicated to preserving the openness 
of the Internet and the public’s access to knowledge, promoting creativity through bal- 
anced intellectual property rights, and upholding and protecting the rights of consumers 
to use innovative technology lawfully. As part of this mission. Public Knowledge ad- 
vocates on behalf of the pubhc interest for a balanced patent system, particularly with 
respect to new and emerging technologies. 

In light of these purposes, Public Knowledge has played an active part in the patent 
cases before the Supreme Court over the past few months. We filed amicus curiae briefs 
in many of those cases, including Alice Corp. Pty. Ltd. v. CL5 Bank International,' Nautilus, 
Inc. V. Biosig Instruments, Inc.,' Octane Fitness, LLC v. Icon Health & Fitness, Inc.,' and 
WildTangent, Inc. v. Ultramercial, LLC,* in which we presented the public interest in main- 
taining a balanced patent system. Furthermore, we have participated closely in discus- 
sions on how the decisions in those cases are to be interpreted and implemented, through 


'Brief of Public Knowledge and the Apjjlication Developers Alliance as Amici Curiae in Support of 
Respondents, Alice. Corp. Pty. Ltd. v. CLS Bank Int’l IM S. Ct. 23-17 (Feb. 26. 2014) (No. 13-298) [hereinafter 
Public Knowledge Alice Brief], available at https://www.publickiiowledge.org/asset, s/uploads/blog/13-298_ 
bsac_Public_Knowledge_and_the_Application_De\-eloper.s_Alliance.pdf 

'Brief of Public Knowledge and Lhe Eleclromc Fronlier Foundation as Arnici Curiae in SupporL of Peli- 
tioricr. Nautilus, Inc. v. Biosig Instruments, Inc., 134 S. Ct. 2120 (Oct. 23, 2013) (No. 13-369) [hereinafter Public 
Knowledge Nautilus Brief], available at https;//w’W'W’.pubHcknowlcdgc.org/filcs/pk-nautilus-bricf.pdf 
'Brief of Amici Curiae Electronic Frontier Foundation, Application Developers Alliance, Engine Advo- 
cacy, and Public Knowledge in Support of Petitioner, Octane Fitness. LLC v. Icon Health & Fitness. Inc.. 134 
S. Ct. 1749 (Dec. 9. 2013) (No. 12-1184) [hereinafter Pubhc Knowledge Octane Fitness Brief], available at 
In Ips:// WWW-. efr.org/ file.s/ROl 3/ 12/09/oclane_v_icon_efr_auueus_bne('.pdl’. 

'Brief of Amicus Curiae Public Knowledge in Support of Petitioner, WildTangent, Inc. v. Ultramercial 
LLC, 134 S. Ct. 2870 (Sept. 23, 2013) (No. 13-255), available at https://w'ww'.publicknow'ledge.org/files/ 
w-ild la ngent-v-ultr a mercia 1-pk-a micus.pdf. 
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two appellate court amicus briefs,’ comments on the USPTO’s Alice guidance to patent ex- 
aminers,’ an empirical research article,’ published commentary and opinion pieces,’ and 
panel discussions.’ 

Briefly, the statement below makes the following three points: 

1. Patent law must be balanced and crafted to serve the public interest, be- 
cause abusive patent litigation is the direct result of unbalanced patent law. 

The Constitution mandates that patents must promote innovation and progress, and 
specifically warns that excessive patent protection will have the opposite effect. Un- 
fortunately, patent law today has lost sight of this important goal, often making it 
too easy to obtain an overbroad patent on ordinary noninventive ideas, and making 
it too easy to use those patents as a weapon against small businesses, consumers, 
and the economy in general, 

2. The Supreme Court’s decisions reflect a careful attempt to restore that bal- 
ance. The Court frequently invokes the principle that patent law must be calibrated 
to provide a sufficient incentive for inventors to invent, but also to ensure a degree 


’Brief ol Amicus Curiae Public Knowledge in Support of Defendant-Appellee, Ultramercial, Inc. v. Hulu, 
LLC. 772 F.3d 709 (Fed, Cir. Aug. 28, 2014) (No. 10-1544). available at https://www.publiclmowledge.org/ 
as.seLs/uploads/documeiiLs/brief-ullrajiierdal-cafc-supp.pdf; Brief of Amici Curiae Applicaiion Developer, s 
Alliance, Computer and Corrirriuriication.s Tridustry Association, ricctronic Frontier Foundation, F.tigine Ad- 
vocacy, National Restauranl Association, and Public Knowledge in .Supporl of Defendanl-Appellee Bravo 
Media, LLC, DietGoal Innovations LLC v. Bravo Media LLC, No, 14-1631 (Fed. Cir. Nov. 24, 2014), available 
at littps:/;'www.eff.org/files/2014/l 1/25/14-1631 dietgoal amicus final.pdf 

'’Charles Duan & Joseph Savage, Comments of Public Knowledge on Examination Instruction and Guidance 
Pertaining to Patent-Eligible Subject Matter (U.SPTOJiily 31, 2014), http:;'/www. uspLo.gov/, site, s/defaull/files/ 
paLenL,s/iaw/commenLs/al-a-publicknowledge2U140731.pdf. 

Tristan Gray-l.e Coz & Charles Duan, Apply It to the t/S/TO. Review of the implementation of Alice 
V. CLS Bank In Patent Examination, 2014 P.^iently-O Pat. LJ. 1, http://patentlyo.coiri/rriedia/2014/ll/ 
GrayLeCozDuan.pdf. 

T.g., Charles Duan, A Definite Problem of Patent Law: Nautilus v. Biosig Instruments, JUKLST Pnor. 
CoMMCNT. (May 7, 2014), hllp://jurisl.org/hotline/2014/05/charles-duan-palenl,s-nalilus.php; Charles Duan, 
Would You Like a Patent Lawsuit with Your Meal?, Roi.i. C.-m.i. (Dec. 18, 2014), h I lp://www.rollcall. coin/news/ 
would_yoii Jikc_a_patcnt_lawsult_with_your_meal_commentary-238838- 1 .htrnl (diseussing Alice Corp. 
Pty. Ltd. V. CLS Bank International, 134 S. Cl. 2347 (2014)). 

T.g., Supreme Court Series: Nautilus. Inc.v. Biosig Instruments, Inc., PnoGn.w on Information Justice 
AND Intellectual Property, A.merican University Washington College oe Law (Apr. 28, 2014) (panel 
discussion), liLlp:// www.pijip.org/evenls/iiauLiIiis/. 
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of freedom for the public so that future innovations may occur. All of the decisions 
of the Court have strived to implement this principle. In particular, the Alice de- 
cision is not a dilution of patent rights, as some critics have called it. Rather, it is 
a return to the crucial first principles of patent law, that a balanced patent system 
requires basic, fundamental ideas to be free for everyone to use, lest ownership of 
such basic ideas blockade further innovation. 

3. Patent reform is a multifaceted effort, and Congress must play a role even in 
view of the Supreme Court decisions. In particular, while Congress has tended 
to focus on process issues of how patents are used and litigated, the Court’s deci- 
sions have dealt more with the substance of what subject matter is patentable and 
how patents are to be interpreted. Neither is sufficient to fully repair the patent 
system, but both are necessary and urgently needed. 

Further general information on patent reform issues generally may be found at Pub- 
lic Knowledge’s whitepaper, A Five Part Plan for Patent Reform.'^° 

I. The Present Plague of Patent Abuse Derives from a Misbalancing of 
THE Patent System 

The patent system is in crisis. Abusers take advantage of questionable patents on 
basic ordinary technologies— ones that you and 1 use every day, such as scanners^ and Wi- 
Fi'^— turning those patents into weapons for threatening businesses big and small. Such 
abuses have cost our economy billions of dollars,*’' have destroyed small startups and com- 

"^Charles Duan, Pub, Knowledge, A Five Part Plan for Patent Reform (2014), available at https:// 
www.publickriowlcdgc.org/docurncTits/a-fivc-part-plaii-for-patcnt-rcform. 

'^See, e.g., Joe Mulliii, Patent Trolls Want $1,000— for Using Scanners, Ars Teciinica (Jan. 2. 2013). http:// 
ar.stechnica.eom/tech-policy/2013/01/patent-trolls-want-1000-for-usiiig-scanner.s/. 

^^Scejohn Ribeiro, CAsco Reaches Agreement with Innovatio over Wi-Fi Patents, PCWori.d (Feb. 7, 21114), 
http: //www.pcworld. corn/ article /2095700/dsco- reaches -agreement- with- irmovatio- over -wifi- patents, 
htrril. 

James Bessen et al, The Private and Social Costs of Patent Trolls, Regulation, Winter 2011-2012, at 
26, http;//object.cato.org/sites/cato.org/files/serials/files/regiiiatioa/2012/5/v34n4-lpdf. 
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panies/^ and have kept valuable innovations and technologie s out of the hands of Amer- 
ican consumers/^ And with the rapid growth of computers, the Internet, and emerging 
technologies such as 3D printingd*^ the problem of abusive patent assertion has rapidly 
grown as well, developing into an entire industry of so-called Patent Assertion Entities^’ 
This crisis of patents is unfortunate because patents are not intended to impede 
innovation and growth— patents are intended for the exact opposite. The purpose of our 
patent system is enshrined in the Constitution: “to promote the Progress of Science and 
the useful Arts.”^^ But to promote that progress, the patent system must be delicately 
balanced. While patent protection can certainly incentivize new inventions, “sometimes 
too much patent protection can impede . . . the constitutional objective.”^'^ Finding that 
right balance is difficult, but it is not impossible. So despite the naysayers who refuse 
to reform a troubled patent system, professing that patent abuse is the unavoidable^"— or, 
worse yet, desirci&/e^^— effect of patent law, I believe that effective patent reform can bring 
our system in line with those constitutional ideals of promoting progress, by carefully 
striking a “balance between the interest in motivating innovation and enlightenment . . . 


^^See Colleen V. Ciiien, New Am. Found., Patent Assertion anDvStartup Innovation 17 fig. 3 (2013), 
hl.lp://www.newanierica.neiypubliralions/policy/palt’iU_asserl.ioii_aful_sU'irUipJniiovalion. 

id. at 18 (quoting interview with investor (lescribirig one of its investments) ("Tlie company develops 
and sells novel therapeutic medical devices to treat patients in pain. Ihe suit by the NP£ wdll result in the 
company changing its hiring and commercialization plans to deal wdth the suit, or worse the current suit 
may put company out of business.” (internal quotations and alterations omitted)). 

^‘^See Michael Weinberg, Pud. Knowledge, It Will Be Awesome If They Don't Screw It Up: 3D 
Printing, Tntki.i.kctliai, Property, and Figh’i' Over the Nex'I' Great Disruptive Technology 7-8 
(2010), available at https;//wwAV.pubIickriowledgc.org/'filcs/docs/3DPriritingPaperPublicKnowdcdge.pdf. 

’’See, e.g,, Executive Oeeice ok the Pkesiden'i-, Patent Assertion U.S. Innovation 5 (2013), 
available at http;//www.whitehouse.gov/sites/defaiilt/files/docs/patent report.pdf 

'HI.S. Const, art. I, § 8, cl. 8. 

^"^Lab. Corp. of Am. Holdings v. Metabolite Labs., Inc., 548 U.S. 124, 126 27 (2006) (Breyer, ]., disseiiLing 
from dismissal of certiorari) (einphasi.s in original). 

^^See Stephen Haber & Ross Le\Tne, The Myth Of the Wicked Patent Troll, Innovation Alliance (June 29, 
2014), http://irinovatiorialliance.iiet/patcnt-iic\vs/\vall-strcct-jourrial-myth-wucked -patent-troll/ (describing 
60% increase in patent litigation as “reflectfing] a healtliy, dynamic economy”). 

^’See Adam Mossolf, Thomas Edison Was a ‘"Patent Trollf Slate; History of Innovation (May 19. 
2014), hup:// WWW. slale. coni/ arlirlt‘s/ledinulogy/hislory_uf_innovaliun/2()l 4/05/ lhoma,s_edison_charle.s_ 
goodyear and clias howe jr were patent trolls.html (describing so-called ‘patent trolls” as ■‘essential to 
how the y.)atcTit system has been a driver of America’s innovation economy for more than two centuries"). 
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and the interest in avoiding monopolies that unnecessarily stifle competition.”^^ 

And every branch of the United States government agrees, for every branch of the 
United States government has sought to play its part in rebalancing that patent system. 
Congress, with support of the Administration, has introduced legislation to “level the 
playing field” for patent litigation.^’ The U.S. Patent and Trademark Office has embarked 
on numerous initiatives to improve patent quality, because, as Acting Director Michelle 
Lee said, fixing the patent system is “about maintaining the pubhc’s faith that the benefits 
of patents outweigh their costs to society.”’’* And, critically, the Supreme Court has taken 
a handful of patent cases on questions of what matter ought to be patentable and how the 
substantive rules of patent law ought to be applied. 

The common threads among these diverse efforts at patent reform are twofold: first, 
a recognition that the patent system has gone awry and requires repair, and second, an aim 
to center patent pohcy at a balanced position that promotes the progress of science and 
the useful arts. These themes are reiterated time and time again in the Supreme Court’s 
decisions, and it is to a selection of the most important of those recent decisions that I 
now turn. 


II. The Supreme Court’s Patent Decisions Uniformly Reflect the Crit- 
icality OF A Balanced Patent System Serving the Public Interest 

The following is a summary of key patent cases decided by the Supreme Court in 
2014. As will be seen, the common theme throughout all the decisions is a focus on main- 
taining a balanced patent system dedicated to the pubhc interest. 


“Pfaffv. Wells Etecs., Inc.. 525 U.S. 55. 63 (1998). 

“See InnovaLion AcL, H.K. 3309, 113lh Cuiig. (2013): House (loiiini. on llie Judiciary, 113lli (long., The 
Innovation Act Will level the Playing Field for Small Businesses and Start-Ups (Nov. 20, 2013), http://coritcrit. 
govddivcry.eom/attachmcrits/USHRC/2013/12/02/filc atfachmctits/255001/%2528Courtcsy%2Bof%2Bthc% 
2BJudiciary%2BCommittcc%2529%2BHR%2B3309%2BHaiu]out/e2B-%2BSmall%2BBusiricss.pdf; Press Re- 
lease, Office of the Press Sec’y, Ihe White House, Fact Sheet— E.xecutive Actions: Answering the President’s 
Call to Strengthen Our Patent System and Foster Innovation (Feb. 20. 2014). http://www.whitehou.se.gov/the- 
press-onice/2(ll4/02/20/racl-sheeL-execulive-acLiuns-answering-pres!denL-s-call-slrengllien-our-p. 

^^Michcllc K. T-cc, Deputy Under Scc’y of Commerce for Intclleetuai Prop., Spetiking Truth to Patents: The 
Case for a Better Patent System, Remarks at Stanford Law School ljune 26, 2014), http;//mvw.uspto.gov/about- 
us/ncws-updatcs/spcaking-truth-patcnts-casc-bcttcr-patcnt-systcm. 
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A. Alice Corp. Pty. Ltd. v. CLS Bank International: Protecting the Com- 
mon Idea from Exclusive Monopoly 

Among the Supreme Court’s decisions on patents, Alice was undoubtedly the most 
widely discussed and the most controversial. Scholars, reporters, and attorneys debated 
how the case would affect software companies and patent abusers.^ ^ Given this spirited 
debate over the decision, one would imagine that it was a complex case dealing with 
highly technical aspects of law. But, in fact, Alice was actually a very simple case. 

The question in Alice was whether basic, simple ideas are patentable simply because 
they are done on a computer rather than, say, by pencil and paper. The Supreme Court 
said they are not. 

Public Knowledge’s amici curiae brief, filed together with the Application Devel- 
opers Alliance, clearly illustrates this point of how the patent at issue was just a basic 
idea run on a computer. The patent itself, of course, did not make this clear, confusingly 
setting forth the patent’s claims, the part of the patent text where the inventor defines the 
invention, in 200-word-long sentences, set forth in hill in the footnote.®^ But, as our brief 


^^See. e.g., Julie Samuels, Vie Supreme Court Gets Tech Right With Viis Software Patent Ruling. Slate: 
Future Tense (June 20, 2014), http://'w^vw.slate.com/articles/technology/future tense/2014/06/alice v 
cls_banJc_supreme_court_gets_software_patent_ruling_riglit.html; Richard H. Stern, Alice v. C'LS Bank; 
Are US Business-Method and Software Patents Doomed? Part L IEEE Micro, SepL./OcL. 2014, aL 64. 

“Public Knowledge Alice Brief, supra note 1. 

id. app. B, at 8a-9a. Ihe claim printed there reads; 

A data processing system to enable the exchange of an obligation between parties, the system comprising: 
a communications controller, 

a first party device, coupled to said coiiimuiiicatioiis controller, 
a dala storage unil having stored therein 

(a) information about a first account for a first part>' independent from a second account maintained 
by a first exchange institution, and 

(b) information about a third account for a second party, independent from a fourth account maintained 
by a second exchange institution; and 

a computer, coupled to said data storage unit and said communications controller, that is configured to 

(a) receive a transaction from .said first party device via said cornrnuriic:atioris controller; 

(b) electronically adjust said first account and said third account in order to effect an exchange obliga- 
tion arising from said transaction between said first party and said second party after ensuring that 
said first party and/or said second party have adequate value in said first account and/or said third 
account, re.siiectively; and 

(c) generale an inslruclion l.u .said first exchange insLiUiliun antb'or said second exchange insLiluLion 
to adjust said second account and/'or said fourth account in accordance with the adjustment of said first 
account and/or said third account, wherein said instruction being an irrevocable, time invariant obligation 
placed on said first exchange institution and/or said second exchange institution, 


6 



131 


showed, those two hundred words did not define a complex or intricate technology. They 
did not define an “invention” in the ordinary sense of that word. 

Those 200-word sentences defined nothing more than the idea of using a computer 
to exchange money through a broker.^” 

The patented idea was so simple, in fact, that we were able to write a program to 
do all the steps of that money exchange— in just seven lines of computer code, shown in 
the footnote.^’ For comparison, the seven fines of code are shorter than the ten-minute 
homework problems from my college introductory Computer Science textbooks. Based 
on this showing, we argued that the patent could not pass muster because it described 
nothing more than a basic idea run on a computer. 

The Supreme Court agreed. In a unanimous decision, Justice Thomas began with the 
rule that “[l]aws of natiue, natiual phenomena, and abstract ideas are not patentable.”^” 
These categories are outside the realm of patent, he said, because a balanced patent law 
must “not inhibit further discovery by improperly tying up the future use of these building 
blocks of human ingenuity.”” In other words, certain ideas are so basic and fundamental 
that to allow such ideas to be tied up in patents would prevent future ideas from being dis- 
covered, thus frustrating the constitutional premise of having patents promote progress. 

Furthermore, the Court decided that simply running one of those basic ideas on 
an ordinary computer did not merit a patent either. Because computers are a “wholly 
generic” technology, and “[g]iven the ubiquity of computers,” the Court concluded that a 


’‘See id. at 9. 

’’Id. at 6-7. The full code reads a.s follow, s: 

111 LET account! = 2011.(10 
20 LET accounts = 300.00 

30 iNi’UT “Valtic to exchange for trarisattion”; exchange 
40 IF account! < exchange then print “Inadequate value” ; stop 
.50 account! account! — exchange 
60 accounts accounts i exchange 

70 PKiN'L “Iristruetion to l.st institution; adjust 2rid aeeount by —exchange 

“Alice Corp. Pty. Ltd. v. CLS Bank Inti, 134 S. Ct. 2347, 2354 (2014). 

“Id. 
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patent on a computer running a basic idea was no better than a patent on the basic idea 
itself.” 

Alice thus clearly represents the Supreme Court’s effort to develop well balanced 
patent jurisprudence based on the public interest. The very justification behind the Court’ s 
ban on patents on basic, fundamental ideas is that the pubHc interest requires such ideas, 
being “the basic tools of scientific and technological work,” be free for alltouse.’^ A patent 
on such a basic idea “might tend to impede innovation more than it would tend to promote 
it, thereby thwarting the primary object of the patent laws.’” Furthermore, the Court re- 
peatedly expressed concern about strict rrdes that would “make patent ehgibility depend 
simply on the draftsman’s art,” because these principles of maintaining the freedom of 
basic ideas should not be easily thwarted by clever lawyering.’’ 

Thus, Alice represents a strong shift toward a more balanced patent system, spear- 
headed by the Supreme Court. It is thus surprising to me that some, particularly patent 
attorneys, have called the Supreme Court “Public Enemy Number One for Patent Own- 
ers.”’* In fact, the Court's decisions are based wholly on championing the public interest, 
removing loopholes that permitted patents on ideas never meant for ownership, ensuring 
that the public retains access to “what is free for all to use,”” 

B. Nautilus, Inc. v. Biosig Instruments, Inc.: Ensuring that Patents Make 
Sense 

Part of the difficulty with Alice stemmed from the fact that a simple idea about 
money brokering was masked in 200 words of complex patent language. This broader 
problem, of patents being unnecessarily difficult to understand, is well recognized to be a 

“M at 2358. 

”id. at 2354 (quoting Ass 'n for Molecular Pathology v. .Myriad Genetics. Inc., 133 S. Ct. 2107, 2116 (2013)). 

^^Id. (quoting Mayo Collaborative Servs. v. Prometheus Labs., Inc., 132 S. CiL. 1280, 1923 (2012)). 

’’/d. a L 2360 (quoting Parker v. Flook, 437 U.S. 584, 593 (1978)). 

“Gene Qiiinn, SCOTUS: PiMic Enemy Number One for Patent Owners, IP VC ATcnnoG (Ocl. 2, 2014), lillp:// 
wwtv.ipwatchdog. corn/ 2014/1 0/02, ''scotus-public-cncmy-niunbcr-onc-for-patont-ownicrs, id. 

Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S. 141, 151 (1989). 
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major contributor to patent abuse. The Supreme Court sought to curb that sort of abuse 
in the Nautilus case. 

Public Knowledge and the Electronic Frontier Foundation filed an amici curiae brief 
arguing that patents must clearly define what infringes and what does not, because “am- 
biguous patent claims would create a ‘zone of uncertainty’ . . . and thereby ‘discourage 
invention.’ We analogized patent claims on inventions to title claims on land: 

A developer wishes to build a hotel by a highway, and is searching the 
records of deeds for a prospective plot of land. The search reveals a recor- 
dation of an easement stating in part, “the western boundary is in a spaced 
relationship with the highway.” 

What can the developer do? “Spaced relationship” could mean a foot from 
the highway, or a yard, or a mile. The developer could guess at the meaning, 
but a wrong guess could render the entire investment in building the hotel a 
waste. Should the case be brought to court, different judges or juries could 
reasonably disagree on the meaning. Worse yet, when the easement owner 
sues the developer, the owner will have the benefit of hindsight in making his 
argument for interpreting the property claim, but the developer has no such 
benefit when choosing where to build the hotel. The cards are stacked against 
the developer, a deadweight loss for the hotel business and for the economy 
at large. 

Such ambiguous descriptions of the metes and bounds of real property 
would never be tolerated, but for years the Federal Circuit has tolerated equally 
ambiguous descriptions of the metes and bounds of patents. Indeed, the term 
“spaced relationship,” so clearly improper in the hypothetical example above, 
is the exact term held “definite” by that court in the present case.*" 


Bcssen eL al. supra mile i;i, al 34 (tracing how patents with “fuzzy boundaries” liave created “a 
bu.siness opporl unity based on acquiring patents lliatcanbe read to cover existing lecluiologies and as,serl- 
ing those patents”); Fed. Tr.vde Comm’n, The Evolving IP M.vrketi'lace; Aligning P.vtent Notice .vnd 
Remedies with Co.mpetition 85 (2011) (noting stakeholder comments that the patent system “generally^ 
creates 'an incentive to be as vague and ambiguous as you can with your claims’ and to 'defer clarity at all 
costs.’ ”); Phil Goldberg, Progressive Policy Inst., Stumping P.vtent Trolls on the Bridge to Inno- 
vation 3 (2(113) (citing “vague or expan.sive teriiLs” inpatent,s as one of “three cros.s winds” creating a flood 
of patent litigation); David Segal, Has Patent Will Sue: An Alert to Corporate America, New York Times, 
July 14, 2013, BUI (“But as long as the [patent] system exists, [noted patent assertor Erich] Spangeiibcrg 
is going to exploit its ambiguities and pokiness for all it’s worth.”); James Bessen & Mich.vel J. Meureh, 
IfATENT Failure: How Judges, Bureaucrats, and Lawyers Put Innovators at Risk 164 (2008) (“'Ihe 
evidence .siigge.sts . . . that the deterioration of the notice function might be the central factor fueling the 
growth in patent litigation”). 

’“’Public Knowledge Nautilus Brief, supra note 2, at 5 (quoting United Carbon Co. v, Binney & Smith Co., 
317 U.S. 228, 236 (1942)). 

'°ld. at 2-3. 
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We thus argued that the Supreme Court should set a high bar for clarity of patents, requir- 
ing that a patent applicant “provide clear and unambiguous claim language describing the 
scope of his or her invention.""' Such unambiguous claims “serve the public interest by 
ensuring that patents are kept within their legitimate scope," we wrote,*' 

The Supreme Court agreed. Writing for a unanimous Court, Justice Ginsburg ini- 
tially noted that the decision was controlled by a need for a “delicate balance” of patent 
law.*' Implementing that balance, the Court concluded that the law “mandates clarity, 
while recognizing that absolute precision is unattainable.” Thus, the Court enunciated a 
standard that a patent’s claims must “inform those skilled in the art about the scope of the 
invention with reasonable certainty.”** Thus, just as our brief suggested, the Court applied 
the age-old principle of balancing patent holder interests against those of the public, to 
arrive at a threshold of patent clarity that would ultimately serve the public good of fair 
notice of the coverage of patents. 

C. Octane Fitness, LLC v. Icon Health & Fitness, Inc.'. Keeping Abusive 
Patent Assertion at Bay 

While Alice and Nautilus dealt with the content of patents, Octane Fitness and its 
companion case Highmark Inc. v. Allcare Health Management System, Inc.*'’ related to the 
litigation process of asserting patents. Specifically, the cases considered a statutory pro- 
vision, commonly known as a “fee shifting” provision, that provides that a court “in ex- 
ceptional cases may award reasonable attorney fees to the prevailing party.”*® 

This sort of fee shifting provision is long established*' and important to patent cases 
because it serves as a check on overzealous patent assertion— again ensuring that the in- 

“M. at21. 

“Td. at 22. 

^'^Nautilus, Inc. v. Biosig Instruments, Inc., 134 S. Ct. 2120, 2128 (2014) (quoting Festo Corp. v. Shoketsu 
Kinzoku Kogyo Kabushiki Co., 535 Ll.S. 722, 731 (2002)). 

•*Id. at 2129. 

'^Highm.ark Inc. v. Allcare Health Mgmt. Sys., Inc., 134 S. Cl. 1744(2014). 

“35 U..S.C. § 285 (2013). 

"See Octane Fitness, LLC v. Icon Health & Fitness, Inc., 134S. Ct. 1749, 1753 (2014) (noting historical origins 
of § 285 dating back to 1946). 
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centives for patent assertion remain balanced between the interests of patent owners and 
the interests of the public. Indeed, the Court of Appeals for the Federal Circuit has applied 
that statutory fee shifting in a case where a patent owner “acted in bad faith by exploiting 
the high cost to defend complex litigation to extract a nuisance value settlement."*" 

However, as Public Knowledge and three other organizations argued, the Federal 
Circuit had misinterpreted that fee shifting law, making it too difficidt for prevailing par- 
ties to obtain fees.*’ This undue difficulty, the burden of which primarily fell on the shoul- 
ders of patent lawsuit defendants, had the effect of facilitating the rise in abusive litigation 
that so plagues the patent system today.^“ As we argued: 


Commentators have rightfidly laid blame for the rise in abusive patent lit- 
igation on many issues, such as dubious patent quality and the lack of trans- 
parency surrounding patent ownership. But amici find a significant concern 
drives much of the problem, particularly as it relates to the small businesses 
and startups it represents. That concern is the issue of this case: an inability 
to hold abusers accountable, due to an inappropriately high bar for attorney 
fee shifting, created by an overzealous Federal Circuit misinterpreting Section 
285 of the Patent Act. 

Read correctly, that section deters abusive and frivolous litigation by pro- 
tecting defendants through the recovery of attorneys’ fees and costs. But 
the Federal Circuit’s erroneous interpretation fails to provide any substantial 
promise— or even hope— of recovering those fees and costs in even the most 
egregious infringement cases. 

The consequence of the Federal Circuit’s withering of Section 285 protec- 
tion is the creation of an industry of patent abtisers, decimating the very small 
businesses and startups that drive American innovation.** 


To mal-ce the fee shifting statute effective in deterring abusive behavior, we urged the Court 
to adopt a standard whereby a defendant could have legal fees compensated in “objectively 
weak” cases or where the patent owner “uses the cost of defense as a weapon.”** 


*^Eon-Net LP v. Flagstar Bancorp, 653 F.3d 1314, 1327 (Fed. Cir. 2011). 

‘‘"See Public Knowledge Octane Fitness Brief, supra note 3, at 7-8. 

‘"See id. al 9 (“A polenLial defendanl who faces a lawsuit with no hope of remuneration and the prospect 
of mounting legal bills or an escayx’ route [of yiaying a settlement to a yiatent assertion entityj for a fraction 
of those bills will almost alw'ays chose the escape route even where that payment is not justified.”). 

“id. at 4. 

“fd. at 17 {capitalization altered). 
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Consistent with our arguments, the Supreme Court rejected the Federal Circuit's 
framework for fee shifting as being “unduly rigid.”'*’ Instead, the Court adopted a “total- 
ity of the circumstances” rule, permitting district courts to use their discretion to deter- 
mine whether a case was “one that stands out from others with respect to the substantive 
strength of a party’s litigating position (considering both the governing law and the facts 
of the case) or the unreasonable manner in which the case was Htigated.”’* 

Perhaps most noteworthy about the Supreme Court’s decision in Octane Fitness 
is the uniform rejection of the Federal Circuit’s justifications. Octane Fitness effectively 
overruled a Federal Circuit case known as Brooks Furniture Manufacturing, Inc. v. Dutailier 
International. Inc., which had imposed that now-defunct higher bar for fee shifting.” The 
Court found three defects with Brooks Furniture. First, Brooks Furniture had derived its 
strict nile from Supreme Court precedent on the Noerr-Pennington doctrine on protecting 
the First Amendment right to petition.” But the Court rejected this analogy, saying that 
the need to protect patent owners from claims of legal fees was an order of magnitude 
off from the need to protect litigants’ rights to access courts.” Second, Octane Fitness 
noted that the Brooks Furniture standard for fee shifting was so high, that it would be 
rendered superfluous.” Finally, the Supreme Court rejected the Federal Circuit’s notion 
that entitlement to a fee shifting award must be proven by “clear and convincing evidence,” 
on the grounds that no other fee shifting statute had ever been interpreted to require such 
a high showing of evidence.” 

The discrepancy between Brooks Furniture and Octane Fitness reflects a larger trend 
of discrepancies between the Federal Circuit and the Supreme Court. The Federal Circuit’s 
decisions, such as those in Brooks Furniture, have led some commentators to criticize the 

^‘Octane. Fitness, LLC v. Icon Health & Fitness, Inc., 134 S. Ct. 1749, 1755 (2014). 

"Id. at 1756. 

"See Brooks Furniture Mfg., Inc. v. Dutailier Inti, Inc., 393 F.3tl 1378, 1381 (Fed. Cir. 2005). 

"See Octane Fitness. 134 S. Ct. at 1757. 

"See id. at 1757-58. 

"See id at 1758. 

"See id. 
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court for talcing an unbalanced position favoring patent owners.^'’ In contrast, as shown 
by the above discussion of Octane Fitness, Alice, and Nautilus, the Supreme Court strongly 
focuses on the constitutional requirement for a balanced patent system to arrive at and 
justify its decisions on patent law. And the other patent cases decided by the Supreme 
Court in its last Term, namely Limelight Networks, Inc. v. Akamai Technologies, Inc.'^^ and 
Medtronic, Inc. v. Mirowski Family Ventures, LLC,^^ further reflect the Supreme Court’s 
rejection of patent-friendly Federal Circuit decisions in favor of balanced, public-oriented 
rules of patent law.^^ 

The Supreme Coirrt’s approach is the right one. Besides being mandated by the 
Constitution, it best serves the pubhc interest in encouraging inventors with the reward 
of a patent while ensuring that the patent reward does not go so far as to actually undercut 
firrther innovators, small businesses, and ordinary consumers. 


®°See, e.g, Matthew D, Henry & John L. Turner, Vie Court of Appeals for the Federal Circuit’s Impact on 
Patent Litigation, 35 J. Legal Stud. 85, 87 (2006) (“Nol surprisingly ihe CAFC has earned a. repulation as a. 
pro-patent court."); Eli Dourado, The True Story of How the. Patent Bar Captured a Court and Shrank the Intellec- 
tual Commons, Cato Unhound (Sept. 8, 2014), littp;//v»’Tvw.cato-unl)ound.org/2014/n9/08/cli-doiirado/tnic- 
story-how-patciit-bar-capturcd-court-shrank-intcllcctual-cornmoris ("Tlic consolidation of patent appeals 
into a single court also concentrated the benefits that pro-patent interests could get by lobbying to affect 
the judicial nomination and confirmation process.”); Jeff Bleich Sc Josh Patashnik, Vie Federal Circuit Under 
Fire, San Franctsco Attorney, Fall 2014, at 4(1, 41, available at hl.lp;//www.inl.o.com/Teniplal.es/media/ 
Iiles/ReprinLs/Dleich%20%2(JPaLashmk%2()— %20Siipreiiie%20CourL%20Watch%20Fall%2(J2(J14.pdr(“'niis con- 
tinues a trend stretching back several years now, in which the Supreme Court has repeatedly rejected the 
Federal Circuit’s patent-friendly approach in a range of cases . . . .”); Timothy B. Lee, Obama Wants to Fix 
the Patent System. Here’s a Crucial Reform He Overlooked. Washington Post; The Switch (Jan. 29, 2014), 
hLLp;/7ww\v.waslungLonposL.com/bIogs/lhe-swilch/\vp/2014/01/29/obama-wanLs-Lt)-rix-Lhe-paLenL-sysLem- 
heres-a-cnicial-reforrri-he-overlooked/ (“And the Sui.)rernc Court’s repeated reversals of patent-friendly 
rulings suggest lhal Ihe [Federal CircuilJ is biased toward the interests olT rolls and other pateni holders.”), 
'’’See Limelight Networks, Inc. v. Akamai Techs., Inc., 134 S. Ct. 2111, 2117 (2014) (rejecting Federal Cir- 
cuit’s novel indirect infringement theory as “fundamentally misunderstand [ing] what it means to infringe 
a method patent”). 

See Medtronic, Inc. v. Mirowski Family Ventures, LLC, 134S.Cl. 843, 851 (2014) (rejecting Federal Circuit's 
rule swapping burden of proof from patent owners to defendants, because “we see no convincing reason 
why burden of yrroof law should favor the patentee”). 

'’’^Seegenera/Zy RobinFcldrnan, ComingofAgefortheFederalCircuit, 18 Green Bag 2d 27 (2014), available 
at http://wwTv.greenbag.org/vl8nl/vl8nl_articles_feldman.pdf (describing the contrary approaches of the 
Federal (Treuit and the Supreme (R)url to patent law). 
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III. Legislative Patent Reform Must Move Forward, Because Congress 
Is Focusing on Different Aspects of the Patent System than the 
Supreme Court Decisions Address 

Given that the Supreme Court has made substantial progress toward achieving a 
balanced patent system, members of Congress may ask what role remains for them to 
play in patent reform. Indeed, many of those entrenched in the patent status quo have 
claimed that congressional efforts are no longer needed, because the Supreme Court has 
taken care of patent reform.” 

The answer is that there is stiU an enormous role for Congress to play in patent 
reform, because Congress and the courts are addressing different aspects of a very large set 
of systemic problems with the patent system. Specifically, Congress has primarily focused 
on procedure for using patents after they are issued, such as sending of patent demand 
letters,” litigation over patents,” and post-grant proceedings before the U.S. Patent and 
Trademark Office.” In contrast, the Supreme Court cases have primarily focused on the 
substance of what patents ought to properly exist and what those patents cover.°“ 

It might seem that Octane Fitness is the exception because that case deals with litiga- 
tion procedure. But in fact Congress is dealing with a different aspect of fee shifting than 
Octane Fitness contemplated. The Supreme Court decided only what the level of fee shift- 
ing should be, in the context of particular existing statutory language that fees shall be 
awarded in “exceptional” cases. But Congress has the opportunity to change the statutory 


‘*See, e.«., Richard I.loyd, Patent Reform Delayed, Not Dead; Pause Could Mean Better Legislation, Says 
Market, Innova'iiun Alliance (May 22, 2011), http://iiinovatioiialliaricc.rict/patcrit-ricws/iritdlcctual-assct- 
manageinent-patent-refonn-delayed-dead-pause-mean-better-legislation-says-inarket-richard-lloyd/ (“'the 
two recent decisions on fee shifting may have been the Supreme Court telling Congress to back off and 
let them deal with it.” (quoting Anthony Hayes, Spherfac)); Ashby Jones, Patent Reform Bill Arises Again in 
Congress, Wall Steeet Journal: Law Blog (Feb. 5, 2015), hlLp://blogs.wsj.com/law/2()15/()2/()5/paLenL- 
rcform-bill-ariscs-agairi-in-corigrcss/ (’‘A bo.st of biotccJi companies and others— including (ffialcomm Tnc., 
Merck & Co., and Monsanto Co.— object to the bill, daiming recent other measures have adequately reined 
in the worst litigation abuses.”). 

‘-'See Demand Letter Transparency Act, H.R. 3540, 113th Cong. (2013). 

“See Imiovation Act, H.K. 3309, 113th Cong. (2013); Patent Abuse Reduction Act, S. 1013. 113th Cong. 
(2013). 

“See Patent Qiiality Improvement Act, S. 866, 1 13th Cong. (2013). 

“See Alice Corp. Pty. Ltd. v. CLS Bank Int’l 134 S. Ct. 2347 (2014); Nautilus, Inc. v. Biosig Instruments, Inc., 
134 S. Ct. 2120 (2014); Limelight Networks, Inc. t; Akamai Techs., Inc., 134 S. Ct. 2111 (2014). 
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language to better fit the realities of patent litigation today, and it has the opportunity to 
devise new procedures under which courts wiU decide whether to shift fees. The Court 
was bound by the existing statutory language, but Congress, being free of that restriction, 
may apply all of its tools of policy expertise to crafting an improved law. 

There is no question that the need for Congressional action on patent reform is 
urgent. As 1 explained previously, abuses of the patent system are growing in number, 
magnitude, and destructive effect on the economy. Without prompt action, our current 
patent system will continue to step further and further away from that ideal balance of 
patent law that best protects and benefits the American people, making it only more likely 
that patents will be abused and misused, making it only more difficult as time passes to 
return that patent law to solid footing. 

As I have stated before; “There is no silver bullet to patent reform, and improving 
the patent system will require a long-term, multifaceted effort.”®’ Congress has an impor- 
tant role to play in addressing that problem. A patent reform bill, the Innovation Act,’“ 
made substantial headway last year. I am encouraged to see it reintroduced, and I look 
forward to working with the Committee to craft a strong, effective bill that wiU maintain 
the necessary balance of patent law, protect the public interest, and promote the progress 
of science and the useful arts. 

Thank you again for providing me with the opportunity to submit the foregoing 
written statement. If members of the Subcommittee have any follow-up questions, I am 
happy to provide further information as will be helphU. 


‘TtuAN, supra note 10, at 2. 
™H.R. 3309. 
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Patent troll targets crowdfunding 
startups — Innovation Act could 
stop that 



Image Credit: mangostock/Shutterstock 

February 10, 2015 6:00 PM 

D.J. Paul, CFIRA and Julie Samuels, Engine 


On Thursday, House Judiciary Chairman Bob Goodlattc (R-VA) re-introduced the Innovation 
Act, a bipartisan bill targeted at fixing the out-of-control patent troll problem. 


This comes not a moment too soon, as patent trolls have begun to target one of the newest areas 
of innovation and job creation: the crowdfunding industry. 


AlphaCap Ventures, an entity that claims to offer “strategic, operations, and financial advisory 
services in the United States” and whose website resolves to nothing, has so far sued at least 
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1 0 companies engaged in some form of crowdfiinding. They aeeuse eaeh company of infringing 
upon multiple patents (you can see one here) that allegedly cover the very basie workings of 
managing eustomer information as it relates to private equity and debt markets. 


On its faee, the AlphaCap eases look sadly typical. There’s no evidenee that AlphaCap has its 
own crowdfunding platform. Instead it appears to be using its patents as a tool of extortion 
against those who are actually creating something valuable for our eeonomy. 


Crowdfunding platforms have become an important part of the iimovation eeonomy, 
giving entrepreneurs unprecedented access to the capital they need to grow a business or launeh 
a projeet. They’re also beginning to democratize finance: Women are nearly four times more 
sueeessful when crowdfunding than when raising funds through traditional means like venture 
capital. 


Unfortunately, many of these platforms are small and young — the most popular targets for 
patent trolls. In fact, 55 percent of troll suits are filed against companies with revenues of less 
than $10 million. 


Fortunately, the Innovation Act gives the startup community a chance to fight baek against trolls. 
This bill won’t stop patent holders from filing legitimate lawsuits, but it will give those unfairly 
targeted by trolls important tools to fight back. Among other things, it will require more 
transparency, shift costs of discovery — one of the most expensive costs of litigation — and shift 
legal fees when plaintiffs bring particularly baseless suits. 


As the Innovation Act makes its way through Congress, it’s sure to meet opposition from some 
of the same powerful special interests groups, namely trial lawyers and phimaceutical 
companies, who thwarted previous attempts at patent reform as recently as last spring. That’s 
why both startups and individuals who care about innovation need to make our voices heard in 
the weeks ahead. We need to send a message to members of both parties: Move quickly to 
support and pass this critical legislation. 


For more insights from tech industry insiders, 
explore VentureBeat 's selection of recent guest posts. 


Companies like AlphaCap have every legal right to own patents and file infringement aetions 
based on those patents — that won’t change with passage of patent reform. What will change is 
that defendants will be emboldened to fight back, righting a system that has been lopsided for too 
many years. After all, the patent system is meant to incentivize innovation, not hinder it. 
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Julie Samuels is executive director of Engine, a nonprofit that supports the growth of technology 
entrepreneurship through economic research, policy analysis, and advocacy on local and 
national issues. 


D.J. Paul is member of the Securities and Exchange Commission ’s Advisory Committee on Small 
and Emerging Companies, and the co-chair of the Crowdfund Intermediary Regulatory 
Advocates (CFIRA). He is the founder ofDJP&Co., a consulting firm within the investment 
crowdfunding space. 

http://venturebeat.eom/201S/02/10/patent-troll-targets-crowdfunding-startups-innovation-act-could- 

stop-that/?utm_C3mpaign=naYtev&utm_contcnt=54db3d43e4b07fbd5f8f4112 
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o Internet Association 

February 12.2015 


The Honorable Darrell l.ssa 
Chairman 

Subcommiilec on Courts, Intellectual Property, and the Internet 

Conimirtee on the Judiciary 

US Hmise of Representatives 

2138 Rayburn House Office Building 

Washington, DC 20515 

The Honorable Jerrold Nadler 
Ranking Member 

Subcommittee on Courts, intellectual Property, and the Internet 
Committee on Uie Judiciary 
U S. House of Represeniatives 
2138 Rayburn House OfTlce Building 
Washington. DC 20515 

Dear Chairman I.Hsa and Ranking Member Nadler 

11ie Internet Association respectfully rettuests that this letter be submitted to the record for today's 
bearing entitled "Examining Recent Supreme Court Cases in the Patent Arena *' 

The Internet Association is the unified voice of the Internet economy, representing the interests of 
leading Internet companies' and their global community of users We are dedicated to advancing public 
policy solutions to strengthen and protect Internet freedom, foster innovation and economic growth, and 
empower users While the Internet Association represents many established Internet platforms, we also 
represent less established platforms, many of them recent stan-ups seeking to build a business using 
limited resources Even though our members differ in terms of size and scope, one thing they have in 
common is patent trolls who extort money from them in order to settle frivolous lawsuits We sliare our 
concerns about patent trolls with highly regarded internet venture capitalists, including Marc 
Andreessen and Mark Cuban*, both of whom have extensive, first-hand experience of the negative and 
debilitating impact trolls have on stan-up activity 

The questions raised by today’s hearing are important ones, and the stibcommiitee should be 
commended for doing due diligence on procedural changes to the patent litigation landscape since the 
Innovation Act passed in December 20 13 


' The Internet Assodatton's inemlicrs Include Alrbnh. Ama;ton.ct)m, AOL. iiucttun.com, eBuy. Btsy. ExiMdla. Pjcebuok. 
Gilt Google. Intuit. Linkedin. lyft Monster Worldwide, Nr iHix. Pandorq. Practice Fusion, Rackspace, 
reddli, salesfarce,com. Sidecar, SurveyMonkey, TripAdvisor, Twitter, Yahoot, Yelp. Uber and Zynga. 

B.g.^ htr p;// wwy.[wdiUc,u>r.(mi/inagddne/s.ui^/20JL4/04 /t,mie-thf-tr ttl ts-1052Sl Pa g eZ.htudP . VN^tLhOsOSHg 
(Cuban): andb 


l»S* |IM|»4« »IW Tra»'>.MriUJ»*. 1>C .‘li 
• )lU»l*wi W 

niiiiro'* 
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Here are some hard facts to consider' 

* Even in 2014, trulls accoimted for(>2%of all patent cases filed 

* Companies with less than S 100 million in revenue accounted for more than dO”'* of loial troll 
defendants added to cases in 2014. 

* Trolls brought cases against 3,615 defendants in 2014; 1,078 of these companies were targeted 
for the Hrst time in 2014 in a troll patent infringement case. 

* Even if troll litigation dropped slightly from 201 3 to 2014, it is important to consider that troll 
litigation reached a record high in 2013 aOer increasing through the past decade and 
skyrocketing over the past three years 

* Consequently, troll litigation rates remain six times higher in 2014 than lhe>’ were in 2004 

Opponents of patent refonn cite three significant recent Supreme Court cases to suppoii their argument 
that Congress no longer needs to act to reform abusive patent litigation These cases are Ahve C<>q» i*. 
as Hank Jnlt, Octant: h'lliKss v. Icon Health d? Fittiesy , and Htghmark Inc. v. AUvarc Health 
Systems, Hk'.^ While each of these cases, and some other developments outside of 
Congress, brought about incrcmtmial changes to patent litigation, none of them can or should be 
considered a silver bullet - or even a lead bullet, for that matter • when it comes to stopping abuse of the 
patent litigation system 

First, the Court’s analysis in Alice applies to only a small subset of the patents asserted by trolls The 
fact that courts have invalidated perhaps 20 patents since the Alice decision can hardly be considered a 
solution to the truii problem when thousands of suits are filed each year. More importantly, invoking 
Alice still requires defendants to litigate a case to the point where a judge will rule on the validity of the 
patent at issue. Reaching ihisjuneiure in patent litigation can generate millions of dollars in discovery 
costs, a price that the vast majority of defendants • even the lA's established members • simply cannot 
alTord in every case Hied against them 

Similarly. (Xtune / '////cm and Hijihmtrk made incremental changes to the fee shifhng standard in patent 
litigation cases, but as required by the current statute, the Court allowed fee shiRing only in an 
'‘exceptional case,” meaning one that is '‘rare" and "stands out ” Unfortunately, meritless cases are all 
too pres alent in 2015 and yet troll litigation continues unabated in several Federal district courts There 
is still no meaningful fee shiRing deterrent, even in cases where both the facts and the abuse of the 
system are U’uly "exceptional ” A stronger fee shiRing standard that will bo consistently applied to trolls 
IS needed As with Alice, it is also important to understand that any fee shiRing standard only kicLs in at 
the end of ptotracted and costly discovery « in other word.s aRer the damage has been done and the 
majorit)’ of defendants have sealed a frivolous lawsuit 


*S'ee KPX 2014 NFS Littgotion; New and Smaller Targets, U.in. 9. 2015), available at 

iniii:/Avww.rnxtoq>.n»n/tpx-bic) ^L/: I’ateiit Freedcmi, Litigunons Over Ttmt, available M 
httpK//www.patent<reedoiikCDtn/iih«iur-npe>/litfgations/. 

M34S.CL2347 (2014), 

M34S.CL 1749(2014). 

*134 5. CL 1744 (2014). 


r/di'vxnimt, uc.nijii 

'hn fi’i> i.Wtu. 
VWV< AtaaiMtHirvin- 
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Patent litigation reform remains as much a problem in need ofa practical solution in 20)5, as it was in 
2013 when the Innovation Act passed In the House with overwhelming bipartisan support The changes 
to the law brought about by the Supreme Court (which could be reversed or diluted in future cases) 
cannot be compared to the comprehensive and meaningful refonn only Congress can implement In 
particular, only Congress can recalibrate the Itey weapon in the patent trolls’ arsenal the ability to 
leverage asymmetrical litigation costs against defendants - whether those dcfcndajils are household 
names or struggling start ups in order to coerce settlements of their meriiless patent lawsuits This 
weapon remained untouched by the Supreme Court in recent cases, allowing the troll business model to 
continue to thrive 

Wv thank you for your continued interest in this important issue and look fonvard to working with your 
subcommittee in the coming weeks and months to bring to an end abusive patent troll litigation 


Respectfullv. 



Michael Beckennan 
President & CEO 
Internet Association 


in'., 
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Chairman Issa, Ranking Member Nadier and members of the House Judiciary 
Subcommittee on Courts, Inteliectuai Property, and the Internet, on behaif of the National Retail 
Federation (NRF) and its communities the National Council of Chain Restaurants and Shop.org, 

1 appreciate the opportunity to submit this written statement to the Committee in connection with 
its hearing entitled "Examining Recent Supreme Court Cases in the Patent Arena" held on 
February 12, 2015. 

NRF is the world’s largest retail trade association, representing discount and department 
stores, home goods and specialty stores. Main Street merchants, grocers, wholesalers, chain 
restaurants and Internet retailers from the United States and more than 45 countries. Retail is the 
nation’s largest private sector employer, supporting one in four U.S. jobs - 42 million working 
Americans. Contributing $2.6 trillion to annual GDP, retail is a daily barometer for the nation’s 
economy. Retailers create opportunities for life-long careers, strengthen communities, and play a 
critical role in driving innovation. 

Retailers and Main Street Businesses are Significantly Impacted by Patent Troll Lawsuits 

Members of the National Retail Federation appreciate the attention the Committee is 
paying to the issue of abusive patent litigation and its harmful effect on competitiveness and 
innovation. Many retailers are using capital resources to settle with or fight patent trolls’ 
infringement claims that they would otherwise use to invest in their businesses, engage in their 
communities, and create Jobs, 

Retail, at its core, is a highly competitive industry, and many retailers are using 
innovative technology creatively to expand and grow their businesses. Patent trolls, who are not 
investing in technological innovation, providing Jobs or giving back to their communities, 
employ tactics that cut at the heart of this growth and ingenuity. 

In recent years, hundreds of retailers have contacted NRF about this issue because they 
have been, or are currently, the target of patent trolls’ abusive litigation practices. The threat 
typically comes from firms whose business model is buying obscure patents that are about to 
expire and then either licensing the patents to retailers through the threat of litigation or filing 
lawsuits in an effort to force a settlement. Often retailers will choose to pay the licensing fee 
because patent litigation is prohibitively expensive. 

Patent trolls sued more non-tech Main Street companies than tech companies in 2012.' 
Patent trolls employ a strategy that focuses on businesses such as retailers and restaurants 
because businesses that “use” technology, but don’t manufacture it, are more numerous. One 
manufacturer or vendor may supply a product or service to thousands of retail end-users. Thus, 
there are many more entities from which to demand a royalty. End-user retailers are also easy 
prey because they lack the legal resources and in-house expertise to fight complex patent 
infringement claims. Compared to high tech companies, retailers typically operate on thin profit 
margins. Patent trolls, knowing that retailers lack technical expertise, retail stores operate on 
thin margins, and patent litigation is exorbitantly expensive, will often price a settlement demand 


^ Colleen Chien, “Patent Trolls by the Ntmibers," Patently -O, March 14, 2013. 
iit{t;././vvvv'iv.pajejill\o.coriVucUei]i/2013,/03/c.iiien-fKilsMi-lrolls.hlml 
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(which may still be in the millions) below the cost of litigating, effectively blackmailing a 
retailer into settlement. This is an abuse of the system. 

Patent trolls assert infringement claims covering the use of technology in all areas of e- 
commerce and mobile retailing because their claims are based on broad concepts and general 
business methods (such as operating a retail business “online”) rather than specific software 
innovations. This approach is especially damaging to retailers, who are embracing new 
technology and groundbreaking innovation to better serve their customers. 

For example, MacroSolve Inc. has filed numerous suits related to violating U.S. Patent 
No. 7,822,816, which is a method patent covering the process that many businesses have used to 
develop their mobile apps. They have sued technology companies, service providers and end- 
users, including retailers. Over half of the defendants have settled, and the details have not been 
released. MacroSolve claims their patent covers thousands of apps as well as those yet to be 
developed.^ This is of great concern to retail businesses, which increasingly rely on mobile apps 
as part of their omnichannel presence in the marketplace. 

Trolls’ claims not only affect e-commerce applications but also affect the operations of 
traditional “brick and mortar” retail stores. Some examples of the latter are claims that purport 
to cover the printing of receipts at cash registers, the sale of gift cards, and the connection of any 
device (such as a computer or printer) to an Ethernet network. 

These cases rarely go to trial because the damages claims are so exorbitant, and the 
prospect of relief through litigation so time-consuming, that retailers make a business decision to 
settle, rather than litigate. It has been reported that trolls lose 92 percent of cases that proceed to 
merits judgments, but, as noted, it is infrequent that a defendant has the fortitude to litigate.^ 
Smaller retailers may find themselves particularly ill-equipped legally or financially to defend 
themselves from abusive claims, and dealing with these claims certainly inhibits their ability to 
innovate and grow. 

The exorbitant costs associated with seeing a court case through to final adjudication are 
startling for retailers, especially small businesses. We have heard from our members that they 
spend as much as one million dollars or more annually on patent troll -related expenses and 
settlement agreements. These expenditures and the employee hours diverted to fighting patent 
trolls are precious capital resources that retailers would rather reinvest in their businesses. 

The recent case of Soverahi v. Ntm'egg demonstrates the many costly steps involved in 
litigating a patent case and the enormous economic impact that just one patent troll can wreak on 
an industry. Beginning in 2004 and continuing up through 2012, Soverain has filed numerous 
suits against dozens of retailers alleging that the basic check-out technology used by nearly all 


“ Roberl Evall, “MacroSolve adds Wal-marl to list of patent lawsuits.'' Tulsa World, Februan 8, 2012. 
Iitt p:/7vv\vw.tnlsnwoi]d.cof]'i/site/printerfneiid]vston aspx'^ai1ic.leid-20 120208 52 EL Jsasat255 1 94&PfititC.oiimieiit 

g-[ 

Jolui R. Allison Mark A. Lemley, and Josliua Walker, Patent Quality and Settlement Among Repeat 
Patent Litigants, 99 Geo. L.J. 677, 694 (2011). 
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websites infringe its patents'*. One large retailer is reported to have settled the first suit for $40 
million because of the fear of jury verdicts in that era in the Eastern District of Texas. Numerous 
other settlement amounts are unreported, but in a subsequent suit, an Eastern District of Texas 
jury awarded damages of almost $18 million against two other national brands. 

In 2007 Soverain sued Newegg, which decided to fight back. The case went to trial three 
years later in April 2010 and resulted in a judgment of $2.5 million against Newegg. Newegg 
appealed to the Federal Circuit, and on January 14, 2013, more than five years after the suit 
against it was first instituted, it obtained a judgment in its favor, reversing the lower court 
judgment and declaring the patents invalid due to obviousness. Although Newegg has won, it 
took more than five years and millions of dollars in attorneys’ fees. 

The Newegg case is just one example of the broad infringement claims trolls are asserting 
against retailers. There are over one million software patents in the United States. Many 
software patents contain broad concepts dealing with Internet functionality and have 
extraordinarily vague claims. 

Troll cases in federal district court have resulted in the waste of extensive judicial and 
party resources. NRF is concerned that, fueled by the eBay decision and certain portions of the 
America Invents Act (AlA) of 201 1, these abuses will simply be replicated in short order at the 
ITC.’ Accordingly, NRF believes that preventative steps should be taken so that this does not 
occur. 

NRF Support for Patent Legislation 

NRF is engaged in discussions with Members of the Committee and Congress to address 
the abusive litigation practices patent trolls utilize. Retailers support H.R. 9, The Innovation Act, 
which will help deter frivolous litigation brought by patent trolls if enacted. 

In recent months, the Supreme Court has issued several rulings in patent infringement 
cases. While many of the rulings are helpful. Main Street businesses cannot afford to wait for 
the evolutionary process of court cases to play out. Additionally, despite helpful ailings, the 
patent trolls have simply adjusted their legal tactics and resumed targeting retailers, restaurants 
and thousands of other Main Street businesses. 

Demand letters and new cases pile up while the court cases proceed. Retailers need 
certainty and clarity that only multi-pronged legislation, targeted at the asymmetiy' in the system 
that patent trolls exploit, will provide. Legislation should give Main Street businesses that 
certainty and clarity by making patent trolls explain their claims, protect innocent customers, 
make patent litigation more efficient, stop discovery abuses, make abusive trolls pay and allow 
for less expensive alternatives to litigation. 


^ Joe Mnlliii, ‘’How Newegg Cmshed the “Shopping Cart” Patent Troll and Saved Online Retail” AttsTecluiicn.coni, 
Janiiarv' 27, 2013. 

htili://ai-s[echnica.com/teelt-uoliev.t201.3/Ul/how-new ett"-c rushed-Lhe-shonniTijt-cari-patenl-and-sav ed-o iihTie-retail.t 


5 eBayJna v. MercExchange, L.L.C.. 547 U.S. 388 (2006). 
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Conclusion 


By papering Main Street businesses, including retailers, with broad and vague demand 
letters and filing an endless series of lawsuits against retail end-users alleging the same patent 
infringement claims alleged against manufacturers and service providers of a particular device or 
technology, patent trolls are able to cast a very wide net that hauls in a lucrative catch. They 
have proven that many of the companies they target will settle given the extraordinarily high 
demands they make and the costs those companies know it will take to fight even the most 
frivolous of alleged claims. 

Addressing this abusive and growing patent litigation problem with common sense 
reform will help release retailers from the controlling grip on their industry that patent trolls 
currently enjoy. Because the retail industry contributes $2.6 trillion to our nation’s annual GDP, 
removing or even loosening this grip on retailers will allow innovation and growth to flourish, 
and undoubtedly benefit the overall U.S. economy. 

Patent litigation reform is about stopping the lucrative business model used by patent 
trolls of asserting meritless patents and getting shakedown settlements. After each court ruling, 
patent trolls regroup and decide how best to adjust and continue their abusive tactics against 
retailers. Only Congress can pass reform needed to put them out of business for good. 

NRF thanks the Committee for their extensive examination of the impact of abusive 
patent litigation and is happy to work with Members of the Committee to find effective solutions 
to curb abusive patent litigation. 


5 
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NATIONAL 
VENTURE CAPITAL 
ASSOCIATION 

tunning innaMisn tfnmweimg enlinniniuiits 


February 19, 2015 
Rep Darrell Is.sb(R-CA) 

Chairman, Subcommittee on Courts, Intellectual Property and the Internet 

Lf S House of Representatives 

2269 Rayburn House Office Building 

Washington, DC 205 1 5 

Dear Mr Chairman. 

Thank you once again for allowing the National Vennrre Capital .Association’s (NVCA) 
outside counsel to testify before the Subcommittee on Courts. Intellectual Property and the 
Inteniei to share NVCA’s views on patent litigation reform We ask that the following 
comments be submitted into the hearing record from the hearing on Thursday, February 12, 2015 
at which Robert Taylor, Esq. testified on behalf of NVCA. 

During the hearing, several members of the subcommittee asked Mr. Taylor a series of 
questions related to NVCA’s membership and the positions of individual members on specific 
patent reform legislative measures To be clear, Mr Taylor was present at the hearing to testify 
as NVCA’s outside coun.sel on behalf of the broader industry, not as a representative of 
individual NVCA member firms I believe it's important to clarify that point for the record 
under the belief that this line of questioning may have led some to mistakenly believe that 
NVCA’s membership is not fully aligned with NVCA’s position on patent litigation reform 

As you know, it is not uncommon for large companies to belong to multiple trade 
associations, especially those that are active across multiple industries. Trade associations 
typically do not operate by unanimous consent but rather a general consensus approach when 
determining the appropriate position the organization will present to policymakers on behalf of 
its membership and broader industry As the voice of the venture capital community. NVCA 
advocates for public ptolicies that encourage innovation and reward long-term investment With 
a diverse cross-section of nearly 400 member fimis, ranging from small traditional venture 
capital firms to large corporate venture groups that invest across multiple industries and sectors. 
NVCA balances the views of its entire membership when deciding on a policy position 

Because venture capitalists have differing investment focuses — and as a result differing 
opinions of the right balance between the protection of plaintiffs and defendants in patent 
cases — reaching our position as an organization on the issue of patent reform was a long and 
judicious process Our guiding principle throughout was based on the fact that venture capital 
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investing, at its core, is driven by a risk-reward assessment. That is, the greater the perceived 
risk of an investment, the greater must be the projected return to justify moving forward. 

With that in mind, NVCA’s overarching position on patent litigation refonn is that any 
changes need to be considered carefully and approached in a measured manner, because almost 
any change is likely to alter the risk-reward equation in ways that affect individual companies 
and industries differently. That’s been our position since reaching a consensus amongst our 
members last year and was the position Mr. Taylor accurately presented to the committee when 
he testified on behalf of NVCA last week. 

While we may have some members who disagree in some respects with the positions of 
the organization, as President and CEO of NVCA, 1 can assure you that the views expressed by 
Mr. Taylor are consistent with N VCA’s position on the issue of patent litigation reform 
generally, and more specifically, related to H.R. 9, the Innovation Act. 

UC Hastings-NVCA Survey on Patent Assertion 

During the hearing, several members of the subcommittee cited a survey conducted by 
UC Hastings and NVCA on patent assertion, and attempted to use the survey results to draw an 
inaccurate conclusion that NVCA’s position on patent litigation reform is not a reflection of the 
views of its membership. 

To clarify, on October 28, 2013, NVCA and Robin Feldman, Professor of Law and 
Director of the Institute for Innovation Law at University of California Hastings, released the 
findings of the survey, “Patent Demands & Startup Companies: The View from the Venture 
Capital Community.” Among the many findings, the survey found that patent assertions impact 
various industry sectors unevenly, defending against patent assertions is costly, patent demands 
often impact business operations significantly and most VCs surveyed do not perceive patent 
assertion as a positive influence in the startup community. 

In an October 28, 2013 press release announcing the survey results, then NVCA Senior 
Vice President of Federal Policy and Political Advocacy Jennifer Dowling said, “This study 
confinns what we’ve been hearing anecdotally from our members: the current patent system is 
working well for some portfolio companies, but not for others. The trend line, however, is not 
heading in the right direction. As more startups are targeted, more resources are devoted to 
litigation rather than to innovation. Balancing the need for reform with the need to maintain 
strong protection for patent-dependent start-ups will be a critical challenge.” 

As was the case then and remains the case now, the survey findings do not indicate a 
difference of opinion between NVCA’s position on patent litigation reform and the issue of 
patent assertions. NVCA believes that abuses with patent assertions is a problem in need of 
attention; however, we also believe that any attempt to reform the system must maintain strong 
patent enforcement mechanisms for small startups that depend on them for their survival. 
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The Path Forward on Patent Litigation Reform 

As was the case with H.R. 3309, which passed the House during the 1 13* Congress, 
NVCA is concerned that H R. 9, if enacted as written, will have a chilling effect on investment in 
patent-intensive companies and it will make it far more difficult, risky and expensive for 
emerging companies to enforce their patents, an essential part of the patent right. Further, H R 9 
will also raise the cost and risk confronting smaller companies trying to defend against patent 
litigation brought by their larger competitors. 

Any congressional effort to address abusive patent litigation practices that has the effect 
of making patent enforcement more risky, difficult, and expensive will have a dramatic impact 
on small businesses and startups. Universities, medical device manufacturers, technology 
companies, and businesses of all shapes and sizes, from startups to Fortune 500 companies, are 
critically dependent on patents to protect investments of time, money, and other resources from 
both competition and imitation here and abroad. Especially for the thousands of venture-backed 
startup companies across a broad spectrum of industries, preservation of their ability to obtain 
and enforce patents is fundamental to survival. 

It is critical for Congress to take a measured and targeted approach in determining what 
steps need to be taken to curb abusive patent enforcement and improve the patent system for the 
innovation ecosystem without undermining the legitimate assertion of the rights of patent 
owners. We believe consensus can be achieved on a range of issues, including enhancing 
transparency of patent ownership and enforcement, curtailing unfair or deceptive practices in the 
indiscriminate sending of patent licensing or settlement demand letters, and proper funding of the 
Patent Office to improve the overall quality of patents. 

As a result of recent Supreme Court decisions and the Leahy-Smith America Invents Act 
passed in 201 1, the patent landscape looks far different today than it did five years ago or even 
last year. New patent filings in 20 1 4 dropped 1 8 percent from 20 1 3, as the full impact of judicial 
decisions and administrative developments have only began to be felt. We believe it is important 
for Congress to consider this changing landscape and target reforms that address issues that are 
not already being addressed, including providing the Federal Trade Commission (FTC) the legal 
authority to challenge bad faith or deceitful demand letters sent out on a mass scale as well as 
providing full protection of user fees paid to the U.S. Patent and Trademark Office. 

Conclusion 

Tn spite of our concerns with H R. 9, we strongly support the intent and stated purpose of 
patent litigation refonn. We look forward to working with you and your colleagues to improve 
H R. 9 as the process moves forward so that it protects and America’s small startups and 
preserves the broader entrepreneurial ecosystem. 


Bobby Franklin 



President & CEO 
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statement for the Record 
House Judiciary Committee 

Subcommittee on Courts, Intellectual Property, and the Internet 
"Examining Recent Supreme Court Cases in the Patent Arena" 

The American Bankers Association; American Insurance Association; The Ciearing House 
Payments Company L.L.C.; Credit Union National Association; Financiai Services Roundtable; 
Independent Community Bankers of America; National Association ofFederai Credit Unions; and 
National Association of Mutual Insurance Companies appreciate the opportunity to submit this 
statement for the record in connection with the February 12, 2015, hearing before the House 
Committee on the Judiciary Subcommittee on Courts, Intellectual Property, and the Internet. 

The Federal Circuit's 1998 decision in State Street Bank & Trust Co. v. Signature Financial 
Group, Inc.^ created a flood of poor quality business method patents and a cottage industry of 
business method patent litigation.^ 

In response to the poor quality of business method patents, the federal judiciary has 
written numerous decisions attempting to reign in business method patents. The Supreme 
Court's recent decision in Alice Corp. Pty. Ltd. v. CIS Bank Int'l is arguably the most significant. 

In A//ce, the Supreme Court established that a patent claim directed to an abstract idea 
implemented on a generic computer is not patentable subject matter under 35 U.S.C. § 101 
(hereinafter "§ 101").^ 

As a result of Alice, there are a substantial number of business-method patents that are 
invalid under current law. ^ 


' 149 F,3d 1368. 

^ Douglas L. Price, Assessing the Patentability of Financial Services and Products, 3 J. High Tech. L. 141, 155 (2004) 
{'The fallout from State Street has created a gold-rush mentality toward patents and litigation in which companies 
... gobble up patents on anything and everything ... . It is a mad rush to get as many dumb patents as 
possible."(citations and internal quotation marks omitted)); John R. Thomas, The Patenting of the Liberal 
Professions, 40 B.C. L. Rev. 1139, 1160 (1999) ("After State Street, it is hardly an exaggeration to say that if you can 
name it, you can claim it."); Krause, supra at 101 (Stote Street "opened up a world of unlimited possession to 
anyone quick enough to take a business method and put it to use via computer software before anyone else."). 

^ Alice Corp. Pty. Ltd. v. CLS Bank Inti, 134 S. Ct. 2347, 189 L. Ed. 2d 296 (2014). 

See, e.g., Professor Mark Lemley of Stanford Law School stated that "I don't think it's all software patents, but I 
guess what I would say is a majority of the software patents being litigated right now, I think, are invalid under 
Alice." (http;//www.ipwatchdog.com/2014/09/04/the-ramiflcations-of-allce-a-conversation-with-mark- 
lemley/id=51023/). Erich Spangenberg, founder of IPNav, recently expressed his view that "the combination of the 
AIA and recent Supreme Court decisions, especially A//ce, have had the effect of wiping out billions of dollars of 
value in patents, especially software patents. If some of the more recent 101 (what is patent eligible) decisions are 
upheld, we are only beginning to understand what Alice means." (http://www.ipnav.com/blog/erich- 
spangenbergs-patent-predictions-for-2015/). Professor David Hricik of Mercer University School of Law 
commented that "I've been reading a lot of law professor views, and several (if not many) think software patents 
are dead, or largely so. . . . My guess is Alice is going to cause us all to bang our heads, stub our toes, and wander 
through Wonderland for many years to come." (http://patentlyo.eom/hricik/2014/06/which-mushroom- 
alice.html). 
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Currently, there are only two ways to get rid of business method patents that are invalid 
under § 101: (i) litigation in federal district court ("District Court") and (ii) the covered business 
method ("CBM") review proceedings before the United States Patent and Trademark Office's 
("USPTO") Patent Trial and Appeal Board ("PTAB"). 

1. CBM Review is Substantially More Efficient than District Court Litigation for 
Disposing of Business Method Patents Now Invalid under Alice 

Litigation over whether business method patents are invalid under A//ce places a 
substantial monetary burden on U.S. courts and the U.S. economy, CBM Is the only viable tool 
for quickly, efficiently and cost-effectively eliminating covered business method patents that 
are invalid under A//ce. Without CBM, the federal judiciary is the only vehicle for the Supreme 
Court's direction in Alice to be applied to currently issued business method patents. Inter Partes 
Review ("IPR") does not allow for a determination as to whether the patent is invalid under § 
101.^ While Post-grant Review ("PGR") does allow review under § 101, PGR is not available for 
the more than 45,000 business method patents that have already issued,® Moreover, leaving 
the post-A//ce clean up to the federal judiciary is contrary to Chairman Goodlatte's opening 
remarks: "On the patent quality front, I strongly believe that the PTO should not simply be in 
the business of granting patents and leaving the mess created for the courts and Congress to fix 


The efficiency of having an administrative proceeding to rule on the invalidity of 
business method patents under A/ice is evidenced by the time and cost savings of CBM as 
compared to District Court litigation. CBM review proceedings are statutorily required to be 
complete within eighteen months.^ In contrast, the median time to trial for patent litigation 
cases in District Court takes about 66% longer (thirty months total),® Moreover, an 
administrative review option has allowed District Courts to utilize stays to more efficiently 
manage judicial resources and reduce litigation costs. In fact. District Courts are staying about 
70% of their cases in favor of CBM review.^ 

Not only are CBM reviews substantially faster, they are also much less expensive than 
District Court litigation. In 2013, companies spent over $4.7 billion in legal costs to defend 


^ See 35 U.S.C. § 311(b) ("A petitioner in an inter partes review may request to cancel as unpatentable 1 or more 
claims of a patent only on a ground that could be raised under section 102 or 103 and only on the basis of prior art 
consisting of patents or printed publications/') 

^ See P.L 112-29, § 6(f)(2)(A) (PGR shall only apply to patents issued under the first to file rules); 35 U.S.C, § 321(c} 
("A petition for post-grant review may only be filed not later than the date that is 9 months after the date of the 
grant of patent or of the issuance of a reissue patent (as the case may be))." 

^ See P.L. 112-29, § 18(a)(1) (CBM "shall employ the standards and procedures of, a post-grant review"); 35 U.S.C. § 
324(c); 35 U.S.C. §32G(a)(ll) (final decision must be made within 1 year of institution of proceeding). 

® Chris Barry et al., 2014 Patent Litigation Study: As Case Volume Leaps, Damages Continue General Deciine, 
PricewaterhouseCoopers (July 2014) (available at http://www.pwc.com/en_US/us/forensic- 
services/publications/assets/2014-patent-litigation-study.pdf). 

^ See http://interpartesreviGwb!og.com/statistlcs-stays-view-ipr-cbm'proceedings/ 
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against patent suits brought by non-practicing entities/^ The median patent litigation cost for 
cases proceeding through trial range from $2,000,000 to $5,500,000 where the damages at-risk 
exceed $1,000,000.^^ 

In stark contrast, the USPTO estimated that the cost of preparing a petition for CBM 
review to be about $61,000/^ This is still extremely expensive for small financial institutions, 
especially when the PTO's filing fees and post-institution fees are considered. However, it 
remains much cheaper than the alternative of litigating in District Court. Furthermore, a typical 
budget for a patent suit in District Court is 600% more than that of an IPR, which mirrors the 
activities of a CBM proceeding/^ 

Because the onus for dealing with erroneously issued patents that are invalid under § 
101 already falls on the shoulders of innocent businesses, it is critical to maintain CBM review 
as a faster, cheaper and more efficient alternative to District Court litigation. Without CBM, 
there is no administrative proceeding in which to determine the validity of tens of thousands of 
issued business method patents under 4//ce. 

A. CBM Review Has Proven Highly Effective At Evaluating Business Method Patent 
Invalidity Under § 101 

Due to its benefits in terms of time, efficiency, and cost, CBM review has proven to be 
an effective and favored tool for challenging business method patents that are invalid under § 
101. In 2014, the PTAB became the most chosen venue for patent disputes. The success of 
CBM as a program is evidenced by the broad range of industries that have utilized CBM. 
Approximately 70% of CBM petitions have been filed by industries other than financial 
services.^® Moreover, CBM has been widely embraced as an effective forum to assess invalidity 

2013 NPE Cost Report; High-Level Findings, RPX Corporation (available at http;//www, rpxcorp.com/wp- 
content/uploads/2014/01/RPX-2013-NPE-Cost-Report — High-level-Findings.pdf), 

“ AlPLA Report of the Economic Survey (2013). 

77 Federal Register 28 (10 February 2012), p. 7086. 

See Tom Engellener, Comparison of Federal Court, ITC, and USPTO Proceedings in IP Disputes, January 2014 
AlPLA MWI Meeting. 

Opponents of making CBM review permanent may argue that defendants can seek early dismissal on § 101 
grounds under Rules 12(b)(6) or 12(c) of the Federal Rules of Civil Procedure. Given however, that District Courts 
may decide that construction of claim terms is required before determining whether the claims are directed to 
patentable subject matter under § 101, defendants may be forced to engage in costly preparation for District Court 
claim construction proceedings —including discovery pertaining to claim construction, written briefs, and an oral 
hearing —as well as unrelated written discovery and document production which often occur in advance of or in 
parallel with claim construction proceedings. See, e.g., StoneEagle Services, Inc. v. Pay-Plus Solutions, Inc., Case 
No. 9:13-cv-2240-T-33MAP, Dkt. No. 91 (M.D. Fla. Feb. 9, 2015); Bancorp Servs., LLC. v. Sun Life Assur. Co. of 
Canada, 687 F.3d 1266, 1273-1274 (Fed. Cir. 2012) ("We note, however, that it will ordinarily be desirable — and 
often necessary — to resolve claim construction disputes prior to a § 101 analysis, for the determination of patent 
eligibility requires a full understanding of the basic character of the claimed subject matter."). 

See 2014 Patent Dispute Report and Analytics, Unified Patents (available at http;//unifiedpatents.com/2014- 
patent-dispute-report-and-analytics/). 

^ Based on a review of filed CBM petitions filed by December 31, 2014 and accessed through the PTAB's Patent 
Review Processing System (https://ptabtrials.uspto.gov/) . 
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under § 101. Indeed, § 101 is the second most frequent grounds used in CBM for invalidation 
of business method patents.” In addition, the prevalence of § 101 challenges in CBM review 
proceedings demonstrates the continuing existence and assertion of business method patents 
that are invalid under § 101 and the demand for an administrative proceeding to resolve § 101 
issues. 


B. Keeping the CBM Program Is Necessary For An Effective Administrative Review 
of Patents Now Invalid Under A//ce 

CBM review is an efficient and effective means for dealing with a substantial pool of 
business method patents exposed by A/ice as invalid under§ 101. Pursuant to the sunset 
provision of the Leahy-Smith America Invents Act ("AIA"), however, CBM review is slated to 
cease existence in September 2020 with respect to new patent challenges.^® Without CBM, 
there will be no administrative procedure in which to address these business method patents 
now invalid under A//ce. 

With the looming end to administrative review of business method patents based on 
Alice, there is tremendous incentive for holders of business method patents to simply delay 
assertion and thereby avoid invalidation of their patents through a CBM review proceeding. As 
September 2020 draws closer, the incentive for delaying assertion in this manner will continue 
to grow. Such gaming of the system is an unintended consequence of the sunset provision and 
one that drastically undermines the purpose for creating CBM review. 

Letting CBM review proceedings lapse, which is the only available administrative 
procedure to review business method patents exposed as invalid by A//ce, will impose a 
substantial burden on the U.S. court system and the U.S. economy. Accordingly, the existing 
CBM program should be made permanent. 

C. CBM Review Is a Critical Tool for Combating Abusive Demand Letters 

Some of the most abusive demand letters allege infringement of business method 
patents. Recognizing the weakness in these patents, pre-AIA demand letter campaigns often 
sought settlements slightly less than the cost of litigation. The availability of CBM review has 
been a major disruptive force. Instead of seeking settlements at less than the cost of litigation, 
for which a typical budget is 600% more than that of a CBM proceeding, demand letter 
campaigns involving business method patents now often seek settlements that are less than 
the cost of a CBM proceeding. Now that a plethora of business method patents have been 
exposed by A//ce as invalid under § 101, many campaigns have effectively gone out of business, 
while others have reduced their settlement expectations even lower. 

Permitting the CBM program to expire would increase the viability of abusive demand 
letter campaigns asserting business method patents that are invalid under § 101. Without the 
availability of CBM review as a less expensive option for challenging business method patents 


^ Based on a review of CBM decisions through October 30, 2014, § 101 (36%) trailed only obviousness under 35 
U.S.C. § 101 (41%) as grounds for successful invalidation of claims in challenged patents. 

See 37 C.F.R. §42.300(d) 
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under § 101, the organizations running these abusive demand letter campaigns will be able to 
increase the range of their settlement demands about 600% (the difference in cost between 
CBM review and District Court litigation). Moreover, many targets of abusive demand letter 
campaigns are small-to-medium-sized businesses that cannot afford to engage in patent 
litigation in District Court and therefore, absent the availability of CBM review, would have no 
viable option to challenge an asserted business method patent under § 101. 

Accordingly, it is critical that the existing CBM review program be made permanent so as 
to minimize the harmful effects of abusive demand letter campaigns. 

D. CBM Has the Appropriate Safeguards Already Built In To Avoid Abuse While 
Efficiently Addressing The Effect of Alice 

Preserving CBM review ensures that there is an efficient, cost-effective alternative to 
litigation for the review of business method patents exposed as invalid by Alice. Preserving 
CBM review will not subject patent holders to harassment or abuse. 

There are numerous unique safeguards built into CBM review to prevent the 
harassment of patent holders and ensure that only those patents more likely than not to be 
invalidated are subject to review: 

• Patents only become eligible for CBM review when the patent holder threatens or elects 
to pursue litigation. Only at that point can those parties charged with infringement of an 
eligible patent petition for review under CBM. 

• CBM review requires meeting a high barfor review. A petitioner must establish that it is 
"more likely than not" that the patent is invalid in order to gain admission into the 
program. 

• A petition for review under CBM can only be filed when PGR is not an option, meaning 
nine months after the issuance of the patent. 

• Once a party charged with infringement files fordeclaratoryjudgment they are barred 
from petitioning for relief under CBM program, 

• Petitioner in a CBM proceeding in which a final written decision is issued, is estopped 
from raising grounds of invalidity in a District Court proceeding that were raised in the 
CBM proceeding. 

• There is no mandatory stay under CBM. 

• CBM-eligible patents do not include patents for "technological inventions," 

• Review under the CBM must be completed within one year from initiation of the review 
and not more than 18 months from the time the petition for review was filed. 


2. Conclusion 

As a result of the Supreme Court’s decision in Aft'ce there are a substantial number of 
business-method patents that are not valid under current law. CBM review is the only 
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administrative proceeding in which these patents can be evaluated under Alice. In the absence 
of CBM review, there is no viable option for challenging the validity of these patents on § 101 
grounds other than costly and protracted litigation in District Court. 

CBM review was established as a pilot program. It has proven highly efficient and highly 
effective at balancing the rights of patent holders against the need to ensure patent quality. 
Any effort at addressing abusive patent litigation should be built upon those aspects of the 
current patent review system that are working well. CBM review is a vital tool for efficiently 
challenging low quality patents. We urge that any patent legislation going forward make the 
existing CBM review program permanent. In addition, we urge Congress to give the Director of 
the Patent and Trademark Office discretion to waive the fees associated with the program for 
small institutions, as is included in section 9(d)(2) of H.R. 9. Thank you for the opportunity to 
submit this statement. We would be happy to answer any questions or discuss this issue 
further with members of the Committee. 

Respectfully submitted, 

American Bankers Association 
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